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THE ESSENTIALS OF GENERAL AVERAGE 
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il 


The system of General Average is based on ancient historical records. 
ecording to historians of maritime law, the idea of General Average dates 
ack to the ninth Century, B. C. James Allen Park, author of ‘‘ System of 
ve Law of Marine Insurance, London, 1787” which contains judicial prece- 
ts by Lord Mansfield, states that the present law of General Average 
riginated from fragmentary statutes of ancient Greek legislation which later 
onstituted the text for a chapter in the Digest of Justinian, reading: “The 
Rhodian law provides that if, in order to lighten a ship, merchandise is 
hrown overboard, that which has been given for all shall be replaced by 
he contribution of all.” 

_ Thus, in those days, masters were granted authority to dispose of ship 
ind cargo at their own discretion in time of common danger. It is, however, 
orrect to assume that this authority and the right to contributions for loss 
rred thereby is based on contract. A shipping contract cannot be under- 
tood as authorizing a master to damage cargo entrusted to him deliberately, 
ind also cannot confer authority to threaten the ownership of the shipowner 


* Lege Rhodia cavetur ut si levandae navis Gtatis jactus mercium factus est, omnium contri- 
ittone, sarciatur quod omnibus datum est. 

Wenn ewecks Leichterung des Schiffes Giiter geworfen worden sind, so soll von allen ersetat 
verden, was fiir alle hingegeben worden ist. 
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in order to save the cargo based on the shipping contract. Moreover, there 

was no legal liability to contribute toward the loss of the cargoowner becaus 
of the shipping contract. Therefore, the present General Average system i: 
said to be based on developed customs of ancient sea transportation. C. J. 


Abbott, an authority of maritime commercial law stated in his work tha | 
General Average is based on general principles of maritime law and nota a 


a written contract, which is very true. A similar opinion is shown by 
Carver, in his ‘“‘ Carriage of Goods by Sea. 9th-ed. London, 1952.” h 
“It is simpler and perhaps more reasonable, to say that each shipper by 
shipping his goods subjects himself to the established rules of law on the 
subject, which in certain events, give rights of contribution to himself, — 
or to his co-adventurers, as the case may be.” (p. 587) 
For the first time, as stated above, it was codified in a Digest XIX 2 
1, headed ‘‘Lex Rhoda de Jactu”, in the Roman Empire. Rhodians not 
only possessed a powerful navy in those days, but they were also well known 
as most advanced in maritime commercial law. In those days, even the 
Romans paid the greatest deference and respect to such Rhodian laws and 
used them as a guide in nautical affairs.* 
This superior legislation was not only a standard among ancient countries _ 
engaged in sea commerce, but also when a comparative study is made, 
will be understood that most laws concerning carriage by sea and commerce 
in modern countries originated in ancient maritime commercial law. It i 
not known when these laws were edited, though it is presumed to be in 916, 
B. C., when the Rhodians had suzerainty of the sea. According to de 
(Selden, Mare Clausum. Lib. 1. Cap. 10. f. 5.) these laws were edited whe: 
Jebosaphat was King of Juda and the Rhodians had dominated the sea fe 
twenty-three years. This opinion agrees with the previous counting, because 
the reign of King Jebosaphat was around 914 B. C. We must constantly 
remember that in olden times, merchants or owners of cargo, almost as” 
matter of course, used to sail with their wares from port to port like ped 
dlers. In these small vessels, navigating the Mediterranean or Agean s 
where storms suddenly spring up and subside, occasions would be freque 1t i 
where shipwreck could only be averted by lightening the ship or portico { 
4 
if 


of her cargo, a measure which, however beneficial to the rest, might mea 
ruin to one man on board. His consent to such a sacrifice could onl 
be bought by a promise——first expressed, then customary and taken f 


? Abbott, C. J., in Simmonds v. White (1881). 

5 “From this short history it appears that the Rhodians were very famous for their 
power and strength: but however respectable they might be on that account, they were 
more illustrious, and obtained a much higher praise among the nations of antiquity, for 
the first legislators of the sea, and for promulgating a system of marine jurisprudence, or w 
even the Romans themselves paid the greatest deference and respect, and which they adog 
the guide of their conduct in naval affairs.’’ (Park, System. P. V.). 


* 
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_ granted——that when, or if, the ship came safe to shore, all who had profited 
by his loss would pay their share to make it good.! 
_ The Romans, the great improvers of other people’s inventions, have given 
us a good specimen of their work in the chapter of the Digest headed De 
Be exe Rhodia de Jactu. The sentence above quoted, takes the place of 
Beenots, as a sort of text, and is followed by a fragmentary collection Of 
hort judgments or opinions, some of them named as the dicta of Servius, 
filius, Labeo, or other eminent jurisconsults of the time. However, accord- 
Sine to the laws of those days, Gerneral Average was limited to sea-losses 
arising from a voluntary sacrifice, and other losses were particular average. 
After the fall of the Roman Empire, its laws, fell into almost absolute 
oblivion and were no longer operative. The language they were written in 
“became more and more strange in Europe as the continent was overrun by 
barbarians. What had once been the code of law for the whole civilized 
world was eventually neglected. In later years, Pardenssus said that at the 
time when the Pisans, 1135 A. D., accidently discovered a single copy of it 
at the conquest of Amalfi, cultural conditions were so desolate that it was 
_ surprising to scholars that even a single copy could be discovered in Europe.°® 
However, in the recollection and tradition of seafaring men, or on ac- 
count of its utility, the outline of a chapter of jettison (de jactu) was 
reproduced in a simpler and ruder form among Europeans as a laudable 
tule, whilst later maritime laws were collected. The more elaborate pro- 
visions of the Digest disappeared, but after a long interval reassumed their 
authority under another name. 
Of these codes and collections of customs, the one which had the most 
extended authority, was called the Rolls or Judgments of Oleron. Accord- 
ing to Marshall, a docket of Oleron which is called ‘‘ Roole des Jugements 
dOleron” was being said by the scholars of France as edited by the order 
of Eleanor, the Queen of Henry I, the King of England, and later revised 
by their prince, King Richard I. Selden, however, denied this and said that 
it was edited and promulgated by King Richard I of England.’ These laws 
were titled ‘ Us et Coutwmes dela Mer” (Custom of the Sea), with excel- 
lent comments inserted in each paragraph by Cleirac. 
The collection of sea codes which followed was the Law of Wisbuy, 
‘discovered in a small island of Northern Europe, called Gothland. In those 
days, trading in Wisbuy city prospered. According to Malyne, the Law of 
Wisbuy was translated into Dutch by the islanders and was said to be 
mractised in the coastal areas of Holland. But Marshall presumed that 
Holland must have meant to be Germany. The rules included in the Law 
_* Lowndes and Rudolf, Law of General Average. 7th ed. London, 1948. p. 


# Gibbon, the historian, stated that many editions and manuscripts were deciuad from this 
single in the West Europe. (Gibbon, Decline and Fall, Ch. 44) & cf. Lowndes and Rudolf, 


LPS S. 2. Selden, De Dominio Maris, C. 24. cf. Marshall, Jbid. p. 11. 
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of Wisbuy were not different from the Laws of Oleron. Scholars of North- 
ern Europe assert that the Law of Wisbuy was used in the old days before 
the Laws of Oleron and the ‘‘Consolato del Mare.” In contrast to this, 
Cleirac considered this an error, for although the promulgation of the Laws 
of Oleron was in 1266 A. D., they had been compiled long before this. 
Moreover, Wisbuy of those days was not even worth to be called a city. 
At all events the Law of Wisbuy had an authority in the countries of 
Northern Europe for some period and still remains in effect until today.’ 
Besides those stated, there were the law of Amsterdam, the law of the 
Hanseatic League, the law of Flanders, the law of Genoa and of Catalonia, 
etc., but these are translations or reproductions of the above two codes. That 
is, ordinarily jettison, cutting away the mast and casting away the anchor 
were examples of general contribution. In later codes, extraordinary ex- 
penditures for the common safety, such as the expense incurred in lightening 
a stranded ship were considered General Average. 
The above were the main codes which appeared in the fourteenth and 
fifteenth centuries in Europe. In the sixteenth century, between the years 
1556 and 1584 A. D., the famous ‘‘Guidon de la Mer® came out, and for 
the first time, by this, a definition related to General Average was given. 
Guidon was only a Digest of insurance law to be used at the newly consti- 
tuted Consular Court of Rouen, but had no public authority. However, 
besides insurance it included some rules regarding transportation, bottomry 
and respondentia and General Average. In contrast to this, the definition 
of General Avarage in ‘‘Ordonmance of Louis XIV”, promulgated in 1681, 
had the force of law, but was evidently modelled upon the Guidon.® 
As a result, the Ordonnance set an example of maritime commercial 
laws throughout Europe, and the Ordinance of Rotterdam (1712) and the 
Ordinance of Bilbao which were published have given a similar definition. 
Moreover, the Ordinance of Stockholm (1750), the Ordinance of Kénigsberg 
(1730), and the Ordinance of Hamburg (1731) also gave similar definitions. 
It is natural that definitions regarding General Average in the existing 
Commercial Code of France (1807) was copied from the Ordonnance of Louis 
XIV. Furthermore, the Commercial Code of France had an extraordinary 
influence not only on the Latin countries, but also on many other countries. 
Hitherto, England was different from other countries in Europe, being 
the only maritime country which had no code of sea laws for a long time. 
Therefore, commercial legislation in England had to be regulated by the 
™ Marshall, Ibid. p. 1. cf. Grotius, de Jur. Bel. lit. 2, c. 3. | 
® Cleirac, Les Us et Coutwmes de la Mer, Rouen, 1671. 
® The following is the important part of the definition of General Average in ‘‘ 

of Louis XIV.’’ (Lowndes and Rudolf, Jbid. p. 12). 

‘Extraordinary expenses incurred, and damage suffered, for the common good and safi 
of the merchandise and the vessel, are gross and common average and shall be equalized 


the whole (Ship and Merchandize) at the shilling in the pound”’ (au sol la livre). Or 
tit. 7, Arts. 2, 3: 4 Pard. 380, 
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merchants themselves. The name of ‘‘Lombard Street” in policies of marine 
insurance indicated the tradition of settlers from Italy. According to 
Lowndes, it was believed that the name was due to branch offices managed 
by immigrants from Lombardy in the early stage of their arrival in London 
at the time of the Medici. 

Although statutes regarding jettison have been quoted by Pardessus, as 
promulgated at the time of William I, they are not found in the statute 
book in England, and cannot be safely treated as authentic. Later, as known 
from books written by W. Beawes (Lex Mercatoria rediviva or merchant's 
directory, 6th ed. by J. Chitty, London, 1813), N. Magens (Essay on In- 
surances, Illustrated by Cases. London, 1755) and other mercantile men, 
customs and rules which had been used among themselves were nothing but 
rambling extracts from many codes and maritime laws which were practised 
in various countries in those days. In London, Lloyd’s coffee-house became 
the headquarters of the business of marine insurance and eventually the 
principal place of these customes, which was generally known as ‘‘Customs 
of Lloyd’s.” In the Court of Admiralty, in the year 1799, Lord Stowell 
judged the case of the ‘‘Copenhagen” as ‘‘General Average for a loss in- 
curred, towards which the whole concern is bound to contribute pro rata, 
because it was undergone for the general benefit and preservation of the 
whole.” This definition was superseded by one laid down two years later in 
the Court of King’s Bench by Justice Lawrence, in the case of Birkley v. 
Presgrave.'! 

Thus, the principle of General Average originated in the Rhodian Law 
which was adopted by many seafaring countries and which was generally 
recognized and the commonnest affair practised by sea traders, when danger 
occurred at sea, the loss due to the sacrifice of one being borne by all con- 
cerned and not by one party. However, kinds of loss, method of calcula- 
tion or principle of contribution, etc., are different and are not similar in 
each country, and there are differnces on minute points in over twenty ex- 


_ + “And it is agreed by us, the insurers, that this writing or policy of insurance shall be of 
as much force and effect as the surest writing or policy of insurance heretofore made in Lomcard 
Street, or in the Royal Exchange, or elsewhere in London. 

In England, the existence of judicial precedent which means average or General Average 
is quite old. According to the note in Lowndes and Rudolf, Law of General Average, 7th ed. 
1948, p. 14, besides the case of Hick v. Palington (1590); Marsham v. Dutrey (1719); Sheppard 
vy. Wright (1698), Mackinnon, L. J., in his presidental address to the Association of Average 
Adjusters on May 10, 1935, reported that there are also The Jesus (1562); The Trinity James 
(1540); Arbitration Award in 575 for contribution and average (The Elizabeth). 

Definition given by Lawrence , J., on General Average is as quoted below. ‘This definition 
shows a little improvement in form, on the Ordonnance which has always been treated as of the 
highest authority, has been cited repeatedly in English Courts and has become a sort of axiom. 
This definition is used as a text for judging Covington v. Robert (1806); Job. v. Langton (1857). 


** All loss which arises in consequence of extraordinary sacrifices made, or expenses incurred, 
for the preservation of the ship and cargo comes within general average, and must be born 
propotionately by all who are interested.’’ 
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isting commercial codes. Furthermore, most of these have great differenc 
even between England and the United States of America, the two great 
commercial nations in the world, which can only be ascertained by care 
study of the numerous decisions given in courts. Thus, on this important 
subject which affects, and constantly affects, those engaged in overseas com- 
merce and transportation, it is unsafe to hazard an opinion, even as to what 
sacrifice and expenditure constitutes General Average. Therefore, legislation 
is desirable which will replace the existing laws of the various countries b 
applying proper method. With this object, a movement to attain interna- 
tional uniformity regarding General Average was started from 1860. In 
conferences held in 1862, 1864 and 1877, twelve rules of the York Antwerp 
Rules were adopted. England took the initiative by which General Average 
must be adjusted by Y. A. R. of 1877 in bills of lading, and in this way 
international unification started. In 1890, after thirteen years of practical 
test,’ a conference was held at Liverpool attended by representatives from 
the United States of America, France, Germany, Belgium and Denmark, 
besides England (lawyers, underwriters, representative from Lloyd, shipowners, 
and many average adjusters), and eighteen new rules of York-Antwerp were 
resolved and since that time they were adopted almost universally throughout 
the world. Over thirty years later, in 1924 they were revised at the Stockholm 
Conference, and in 1950, the existing new Y. A. R. was established at a 
conference at Amsterdam, the crowning success of international unification - 
movernent. ! . 


12 In 1879, at a conference held at Guilhall, London, it was reported that the owners of more — 
than two-fifths of the entire registered tonnage of Great Britain had applied Y. A. R. to B/L. and © 
C/P. Many mutual insurance associations had adopted them and underwriters generally, despite — 
the continued opposition of Lloyd’s, agreed to the inclusion of the new Foreign General Average — 
Clause without additional premium. Furthermore, two years later, in 1881, the rules were 
almost universally adopted. . 

® The Antwerp Rule was established in 1903 at Antwerp. The countries governed by laws 
similar to those of France were differed from those of Japan, England, United States of America, 
Germany and other countries, and this rule unified General Average to the effect that though 
the danger which gave rise to the sacrifice or expenditure, may have been due to default of one 
of the parties to the adventure. A similar content is found in Japanese Commercial Law 
paragraph II, art. 788. and Rule D in the York Antwerp Rules of 1950 was one of the laws 
adopted at this time. Besides those stated above, an article in 1895 appeared in the January — 
issue of the ‘‘Law Quarterly Review’’ by Judge Dowdall, K. C. regarding suggestions related 
to a code for international general average, which was later brought into further consideration — 
and agreement of the draft code which had been anticipated before the outbreak of World War 
I. Furthermore, at the conferences of 1900 and 1906, it was resolved that each country should 
report upon case of divergence in handling General Average. During the years 1910 to 1912 
and 1913, the Dowdall plan was finally adopted and at the Madrid Conference held in 1913, an 
Avant projet was completed to be discussed as a draft if an International Code relating to al 
Average at the Conference to be held at the Hague in September 1914. However, the ‘‘ Draft 
of the International Code relating to General Average’’ was not favourably supported and there 
was a tendency of considering the old rules more convenient among the mercantile community. 
In the meantime, the project was suspended by the outbreak of the World War. After the war, 
in 1922, the matter was reviewed by the International Law Association in a letter to the As- 
sociation of Average Adjusters inviting them to consider the provisions of the draft code but at 
the Extraordinary General Meeting held in October 1923, it was revealed that many 
were opposed to the idea of Codification and preferred a reconsideration of Y. A. R. 1890. A 
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II 


As stated above, the system of General Average originated from cus- 
-tomary law, ‘Lex Rhodia de Jactu,’ which was later transmitted to Rome, 
through the Middle Age and the Renaissance to the early stage of the recent 
age. It has gradually not only restored its original meaning but from the 
Ordinnance of Louis XIV (1681 A. D.) has become a law whose authority 
has set an example to all countries of the world. It has been taken over 
by the Commercial Law of France (1807), and has affected the codes of every 
county. It is especially significant in commercial law particularly maritime 
law of commerce, as a cultural phenomena, and as a true reflection of our 
innate morality as well as of our view of humanity.14 

The above may be said to reach the soul of this system. 

We shall analyse the essentials of General Average, commenting each 
of them. Rule A of- Y. A. R. 1950 with other main articles of each country 
will be used as references. 

Rule A.—‘‘ There is a general average act when, and only when, any 

extraordinary sacrifice or expenditure is intentionally and reasonably 

made or incurred for the common safety for the purpose of preserving 
from peril the property involved in a common maritime adventure.” 

Japan.—General average includes all damage and expense arising from 


meeting of the International Steamship Owners’ Association held in London in late May 1924 
under the chairmanship of Sir Norman Hill, then affirmed the necessity of the establishment of 
uniformity in General Average. It was clarified that Y. A. R. should be amended to meet the pre- 
sent requirements. Also the General Average Comittee of the International Law Association held 
in London on the 16th of June 1924 under the chairmanship of Lord Phillimore passed a resolution 
for the adoption of the following: (1) Revision of Y. A. R. (2) A declaration of general prin- 
ciples applicable to General Average. In preparing No. (1), England, France, Holland, Germany, 
Sweden, Norway and Belgium participated, whilst No. (2) was prepared by Dowdall (England) and 
Dor (France). Thus on the 8th of September, 1924, the International Law Association opened 
at Stockholm and 24 rules of Y. A. R., 1924, were established in the presence of delegates from 
the United States of America, Great Britain (including Lloyd’s), France, Germany, Holland, 
Belgium, Norway, Sweden, Denmark and Japan. A peculiarity of this conference was that, in 
contrast to the precious opposition, definitions were in substance those of the British Marine 
Insurance Act, Paragraph 2 Art. 66. Y. A. R. was consequently approved by all countries except 
the United States. About twenty years later, revision was required and was defined in September 
1950, at the International Maritime Committee in Amsterdam. The new rule is the ‘‘ Rule in 
Interpretation.’’ Presumably in 1924, it resulted misinterpretation between the lettered rules and 
the numbered rules. The case of Makis was one. The United States this time approved the 
rule. Thus Y. A. R. finally attained its purpose exactly ninety years from 1860, and the 
100th anniversary is not very distant. 

% Lowndes, an authority on General Average in England not only denied ‘‘Suggested Aboli- 
a of General Average,’’ but also praised the universality and permanency of this system as 

ows: 

“The rule of a general contribution, on the other hand, by rendering it material whose 
property is taken in the first instance, and material only that should be taken which will most 
surely and effectually, and at least cost, save the whole, does away with this conflict in the 
captain’s mind between interest and duty, leaves them alone with purely nautical considerations, 
and thus, no doubt, does more than any statesman or philanthropist can effect for the preserva- 
tion of life and property at sea. The utility of the rule of General Average thus no doubt 
explains its universality and permanence.’’ 
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any disposition made by the master in regard to the ship or cargo to 

save both from a common danger. (Commercial law, Art. 788) 

England. There is a general average act where any extraordinary 

sacrifice or expenditure is voluntarily and reasonably made or incurred 

in time of peril for the purpose of preserving the property imperilled in 

the common adventure. (Marine Ins. Law, paragraph II Art. 66) 

France. In general, damage voluntarily sustained and expenses incurred | | 

after express deliberation, for the common-good and safety of the ship || 

and cargo, from their loading and departure to their arrival and discharge. 

(Commercial Law, Art. 400) 

Germany. All damage intentionally done to ship or cargo, or both, 

by the master or by his orders, for the purpose of rescuing both from a 

common danger, together with any further damage caused by such 

measures, and also expenses incurred for the same purpose, are general — 

average. (Commercial Law, Art. 700) 

United States. The requirements to justify general average contribu- | 

tion are: 

1. That the ship and cargo should be placed in a common im- 
minent peril. 

2. That there should be a voluntary sacrifice of property to avert | 
that peril. i 

3. That by that sacrifice the safety of the other property should 7| 
be presently and successfully attained. (Opinion of Story, in Columbian ~ 

Ins. Co. v. Ashby (1839) Supreme Court) 

Thus, the definitions of General Average in each country is not always 
identical, but their fundamental ideas which are basic essentials agree with 
each other on the main issue. When summarizing the important points, 
they will be as follows: 


I. Necessity of existence of imminent common peril for ship and cargo. 

If the ship has no cargo or ballast, there is no common corporation. 
Therefore there can be no General Average. And its peril must menace 
both ship and cargo. Common peril in commercial law of our country (Art. 
788) actually means this, and also the term ‘‘Gemeinsame Gefahr” in German — 
Commercial Law (Art. 700).15 In other words, in this case ‘‘Gemeinsamkett 
von Schiff und Fracht” is not recognized. Also, in many countries other 
than Japan, Germany, and England, whether expressly or impliedly, the 
object of keeping ship and cargo away from common risk is one of the most 
important essentialities of General Average. But not only is nothing pre- 
scribed by law as to what is judged as a danger, there is no trustworthy 
basis shown in the preceeding records of when the draft was made. There 
were also suggestions of revising of mere risk into ‘‘ Erhebliche Gefahr” and 

18 Ulrich, Grosse Haverei, Erster Bd. S. 16. 
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to prevent the interpretation of common danger as general average, but these 
_ suggestions were rejected. The above was the history in Germany but the 


| laws in other countries also eliminated the word ‘‘extraordinary” in Rule 


A of new Y. A. R., 1950, and used ‘‘preserving from peril.” As a result, 
peril is a condition which contains possibilities to create loss (‘‘ Kine die 
_ Wahrscheinlichkeit eines Verlustes in sich schliessende Situation.” Urlich, 
: Grosse Haverei, Bd. 7. S. 7.) and not necessarily always interest into fear 
of total loss. In other words, it means a condition where the ship and cargo 
cannot be saved from sinking when the voyage is continued in the same 

condition. However, in regard to the degree of imminence, a result obtained 
! in Germany is nahe, uwnmittelbare, imminente, bereits eingetretene, also eine 
 gegenwirtige, and not merely future, menace (zukiinftige, drohende), but 
_ requires to be contiguous, imminent, or past which is yet current. (However, 
according to the proceeding record, No. 2687, of German commercial Law 
Discussion Conference, the word “‘menacing” was considered as better to be 
deleted). And from the feeling of the Stockholm Conference in 1924, regard- 
ing peril, many agreed that it is better not to restrict the act of General 
Average to such cases where the danger was immediate and imminent. 
This was emphasized by several representatives and the definition was intended 
to imply that although the danger must be such as to threaten the common 
safety, it is not necessary that it is immediately pending. Since this was 
not revised in the new Y. A. R., 1950 one should be permitted to interpret 
as same. However, this interpretation is based on the view which is held 
in all countries, and furthermore, there is not such unanimity when a sac- 
rifice is made to avoid what is believed to be a threatening peril, but the 
belief is in fact erroneous. In the United States, “‘the Wordsworth,” in 1898, 
Brown, D. J. held that sacrifice must be treated as General Average as long 
as there were reasonable grounds for believing that the joint interests were 
threatened by a peril, and a sacrifice made to avoid such peril was found 
subsequently to be groundless.'® In contrast to this, in England, the con- 
clusion was different as in the case of Joseph Watson v. Fireman’s Fund 
Ins., in 1924, which held that although well intentioned sacrifice for common 
safety, it could not be treated as General Average unless safety was really 
endangered. In other words, it defined as losses incurred owing to mistaken, 
though reasonable, belief as to a peril, is not to be taken into consideration.!” 
Thus, according to Rudolf and Lowndes (2nd ed. 1948, p. 349), it is said 
“In fact wording by its reference to the ‘‘Common Safety” in Rule A, Y. 
A. R., and to the intention of preserving the property ‘‘from peril” would 


46 According to Carver (Jbid. 9th ed. p. 596, note 46), in the case of Wordsworth, it has been 
held by an American judge that there was an actual peril to cargo—the master merely being 
mistaken as to degree. 

1 Arnould, Ibid. S. 913 p. 843 f. n. 23. 
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seem to imply the existence of a real danger and not an imaginary one.” 


II. Above perils should menace both ship and cargo 
It is one of the common principles recognized generally ever since the 


Rhodian Law came to effect, that General Average arises only when peril — 


menaces both ship and cargo, because it has established the common custom 
that loss by General Average should be borne by ship, freight and cargo. 
German Commercial Law, paragraph II, art. 700, expresses especially that 
‘““General Average ought to be borne commonly by ship, freight and cargo.” 
The Commercial Law of our country also provides in art. 789, that ‘‘General 
Average must be borne by those concerned based on the value of ship and 
cargo, and half of freight which could be preserved, and loss due to General 
Average.” And also in Rule B of Y. A. R., 1950, it is provided that 
““seneral Average sacrifices and expenses shall be borne by the different 
contributing interests on a basis hereinafter provided.” And it is not restricted 
to the above three kinds, but in numbered rule 17, it is provided for in 
rather broad sense as ‘‘The contribution to General Average shall be made 
upon the actual net values of the property at the termination of the adven- 
ture,” and it should be recognized as a liability not merely for both ship 
and cargo. Property has a broad meaning and in its strict interpretation, 


18 However, many representatives who attended this conference suggested that it should be 
treated as General Average and as a real danger, although an imaginary one, if the sacrifice 
might have been reasonably bona fide. It was not illogical to claim General Average although 
there was a mistake when the sacrifice was made in the belief of facing real danger in the 
meaning of General Average in Rule A.- This rule was adopted by agreement of the drafting 
committee chosen from the forementioned conference. When Rudolf published his first edition 
in 1926, he believed so. However, in 1929 it was clarified by the case of ‘‘Vlassopulos y. 
British & Foreign, & Co., (1925) (cf. The Seapool, 1934) that contrary to his expectation it must 
be the actual danger. And it was decided that it does not necessarily need to be similar. 
Therefore, it may be said that when the master’s decisions were mistaken, they cannot be treated 
as General Average because of their imaginary action. Thus at least in England, it cannot be 
treated as General Average when it was only master’s own subjective decision. This was ex- 
plained by Ulrich (Ist ed. p. 11), a danger must be present but does not necessarily need to be- 
come actual (as in cases where disadvantageous results have already followed on ship and cargo), 
or the condition does not necessarily need to be an extraordinary one. In discussing this at 
large, although the danger is not a big one and may only be an actual menace, its category and 
degree may be decided subjectively by the master. Consequently, it cannot be said later that 


the master’s decision was Uberschiitzt (over estimated) and is not to be recognized. It does not 
seem to agree with British judicial precedent, and according to Ulrich on this point, it is not 
necessary for the master to wait for the danger to reach a critical condition because of fear of 
losing opportunity of prevention which would bring an unfortunate result in next moment, such 
as high tide. Therefore, the decision of degree of danger does not rely on objective elements 
but on responsibilities of the master as being ‘‘ordinary master’’ with awareness as to its real 
danger. In Germany, the action taken by the master does not need to be of objective validity, 
according to her Interwaterways Law. This is why the word ‘‘from Common Danger’’ is used 
in place of ‘‘extraordinary danger,’’ for many arguments have been anticipated such a request. 
This point also seems to be contradictory with forementioned Rudolf’s 2nd edition. In Japanese 
Commercial Law, Art. 788, the words ‘‘common danger’”’ is used, and among the lawyers, this 
~has been asserted as the danger must be objective since General Average system of our country 
is based on principle of causality. It is a question whether there should be such theoretical 
necessity between principle of causality and danger, but at least, British judicial precedent is as 
above. And the reason of the tolerate opinion taken by Ulrich such as elimination of a few 
lines from the mentioned work by Rudolf, is also understandable. 
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mails, passengers’ luggage, jewels and clothing etc. are also properties. 
Therefore, the argument that unless these properties are shipped based on 
bottomry bond, according to paragraph 2 of this rule, liability to contribu- 
tion should be extended to such, is not theoretically wrong. But actually 
if such luggage (carried in the luggage compartment) is subjected to liability 
of contribution,’® it would have to be calculated on an opposite basis and 
General Average of such luggage will also have to be shared which would 
result in confusion. Thus paragraph 2, Rule B, agrees with custom generally 
practised throughout the world. 

As mentioned above, if there be no menace to common safety of ship 
and cargo, although loss has occurred to ensure the safety of a part of the 
- property, such case cannot be claimed as General Average. As an example, 
- according to Arnould, a mob in Ireland boarded a ship partly laden with 
corn, and would not leave her till they had compelled the captain to sell 
_ them the corn at a certain low rate. It was contended, on the part of the 
assured, that, as the captain was thus obliged to let the people take the corn 
in order to induce them to spare the rest of the cargo, this was a General 
Average loss; but Lord Kenyon held that this was not so, because the other 
interests never were in jeopardy: for the persons who took the corn intended 
no injury to the ship, or other part of the cargo, but the corn. (Nesbitt v. 
Lushingon (1792) 4 T. R. 793). Upon the same principle, Benecke maintained 
that if the master of a neutral ship, who had secretly taken enemy goods 
on board, should, from fear of having those goods, confiscated, slip his anchor 
or throw those particular goods overboard, neither he nor the owners of these 
goods would have any claim to contribution upon the other parties to the 
adventure, because such sacrifice was made not to save the whole, but only 
a part. The above refers to sacrifice but the same thing could be said of 
- expenditures. 

However, the problem arises at this point as to what items should be 
allowed as the time factor (Zeitpunkt) of General Average. An example in 
England, is the case of Svendsen v. Wallace, 1883, when it was clarified 
that when the ship was taken into a port of refuge due to particular average, 
it can be based on common safety principle, and expenses treated as General 
Average are limited to the expenses of entering the port and unloading, and 
the expenses of warehousing, re-loading, crew’s wages and provisions are a 


19 In the United States, in the case Heye v. North German Lloyd, 1887, it has been held 
that so far as passengers’ luggage carried in the luggage compartment is concerned, there is no 
exception from liability to contribute. As to the mails, in the case of the Goeben in the German 
Hamburg Court, 1912, it has been held that mail matter was not liable to contribute on the 
grounds that (1) the secrecy of the post was inviolate, and (2) because of the practical difficulty 
of enforcing a lien by the master. Thus the above two considered as property and though 
theoretically there is no reason why liability to contribution should not extend to mails, these 
are classified as special properties of which it is difficult to determine the value and the custom 
of excluding them adopted. (York Antwerp Rules of 1924, by Rudolf translated by Messrs. Asai 
and Ichikawa, p. 191—192). 
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es 


particular charge on the cargo and freight, and when the ship was taken | 
into the port of refuge due to General Average, the above expenses except © 


those of the crew’s wages and provisions while in port are treated as General 
Average as seen in the case of Atwood v. Sellar (1880). In England, there 
can be no act of General Average unless it has been done with the object 
of attaining the physical safety of ship and cargo. In other words, “benefit 
of the adventure” had nothing to do with General Average and benefit here 
means physical safety and adventure means ship, freight and cargo. There- 


Se . 


fore, when a ship puts into a port of refuge there is no difference in principle — 
whether it was occasioned by General Average act or a peril of the sea, but 
in the former case it may be easier to make out a causal connection between — 


the General Average act and the expenses subsequently incurred than in the 
latter.2” And the above must apply to every case. 
In contrast to the above Common Safety Principle (Rettungsprinzip), a 


principle to be applied in the laws of Latin countries such as French Com- — 


mercial Law, is called Common Benefit Principle (Gemeinshaftsprinzip). Ac- 


cording to this principle, expenses and sacrifice which have been expended © 


for the common benefit or expenses for loss are to be treated as General 
Average, thus, expenses of entering and leaving port, repair and demurrage 
etc. are chargeable to General Average because from all points of view, all 
of these expenses which are caused by common peril are also necessary to 
continue the voyage. 

German Commercial Law, art. 700, lies between the forementioned two 
principles.24_ German Commercial Law does not treat all losses and damages 


caused by common peril as General Average, but excepts expenses caused — 


by disposal, thus, expenses for repair in the case of the above mentioned © 


Common Benefit cannot be treated as General Average because repair is not 


the result of General Average act when entering the port of refuge, but is 


caused by the previous maritime accident.”” In contrast to the aforementioned 
two principles this is called Sacrifice Principle (Opfersystem) by German 
scholars. Rule C of Y. A. R. is a prescription regarding this and states as 
follows: 
Rule C. Only such losses, damages or expenses which are the direct 
consequence of the general average act shall be allowed as general 
average. 

Loss or damage sustained by the ship or cargo through delay, whether 
on voyage or subsequently, such as demurrage, and any indirect loss 
whatsoever, such as loss of market, shall not be admitted as general 
average. 
This rule deals with one of the most difficult points on the subject of 


wo 
o 


Arnould, Jbid. 13th ed. p. 880 S. 
a Sieveking, A. D.: Das deutsche Sere Hamburg 1907. S. 202. 
*2 Sieveking, a. a. O. S. 202. 
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General Average. This was limited to the result of the General Average act 
i. e., the loss, damage or expense which are the direct result of the General 
_ Average act. Thus, it can be said that this is the strictest Common Safety 
Principle among the above three principles. In England, this point was 
clarified by the case McCall v. Houlder Bros. (1897) and Anglo Argentine 
Live Stock Agency v. Temperley S. S. Co. (1899), in the latter part of the 
last century. In the twentieth century, the case of Austin Friars S. S. Co. 
v. Spillers and Bakers, clarified the problem regarding the application of this 
principle to the expenses of docking. It clarified that demurrage is not al- 
lowable in General Average even though the delay has been brought about 
in consequence of a General Average act in The Leitrim (1902). But in 
such cases, loss of time may be considered proportionate to the interests. 
Comparing these points with codes or judicial precedents of France and other 
continental countries there are many differences which is unavoidable, but 
Y. A. R. as unified international rule, is in accord with the Common Safety 
Principle and the range of its limited admission is very clear. 


III. General Average act resorted to by master or crew must be ex- 
traordinary. 

When the master executes the contract for the carriage of goods, the 
action of the master will be in accordance with the contract, even in the 
case of extraordinary measures which become necessary. What is ordinary 
and extraordinary? ‘This is difficult to describe but from the nature of the 
General Average act, it has been recognized by all countries that an ex- 
traordinary measure is one of the important premises. This has been clari- 
fied in commercial law in England, France, Belgium, Italy and Spain.” 

Ulrich stated as an interpretation of German Commercial Law art. 700, 
that although the General Average act was for the common best (Zum 
gemeinsamen Besten), its measure of salvage should be extraordinary (‘‘aus- 
serordentliche” oder ‘‘uwngewihnliche”), in other words, it ought to be a 
measure which was not anticipated before the voyage,”* because shipowners 
usually include all expenses incurred and all ordinary manoeuvers rendered 
necessary for the purpose of transporting when fixing the freight. German 
Commercial Law art. 700, does not use the word ‘‘extraordinary,” but the 
two words ‘‘all losses,” (Alle Schiéiden) should be interpreted as Ulrich, i. 
e., expenses and damage other than ordinary damage and expenses.” 

As a judicial precedent regarding ‘‘ What is extraordinary” can be con- 
~ #8 Examples of the usage of the word ‘‘extraordinary’’ in the codes of the various countries 
are as follows: 

French Commercial Law art. 400 (depenses faites d’apres deliberations motives), Belgian 
Commercial Law art. 147 (Depenses extraordinaires), Italian Commercial Law art, 643 (Spese 
Extraordinaire), Spanish art. 811, Argentine art. 1316, Chile art. 1089, Brazillian art. 764, Dutch 
art. 699 and Rule A of Y. A. R., 1924 & 1950 (Extraordinary Sacrifice or expenditure). 


“[Sirich,; aya. OS.) 24. 
Ss Winieh: acs. O>-S..25. 
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sidered the cases Wilson v. Bank of Victoria (1867); Harrison v. Bank of © 
Australasia (1872), in England. But undoubtedly, it is very difficult to © 
classify by any standard ordinary and extraordinary. A judicial precedent © 
by Emérigon of France is quoted in the book of Arnould, i. e., a French | 
ship which had been chased all day by an enemy which was rapide gaining 
on her, at nightfall deliberately launched her long boat, fitted her with a mast 7] 
and sail, fixed a lantern in her masthead, and-set her adrift; at the same ~ 
time she hauled down the ship’s lights and altered her course. The long 
boat, followed by the enemy, drifted away before the wind and was lost; | 
the ship, by means of the manoeuvre, escaped. The loss of the boat, under | 
these circumstances, was held to be a General Average loss, having been an © 
extraordinary sacrifice, intentionally made for the sake of saving the ship © 
and cargo.”6 
In June, 1915, the master of a sailing ship, feering attack by submarines, © 
engaged a tug boat to tow her from Queenstown to Sharpness, so as to | 
accelerate the voyage and thus minimize the danger. Sankey J. held that 
the expense of the towage was not an extraordinary expenditure, because 
the risk of being attacked by enemies was not an extraordinary and abnormal 
peril upon a voyage of this kind in time of war.” 


IV. General Average act must be successful. 

The question has been much discussed whether the claim to liability of 
contribution must be for a successful act or not. As a premise, sacrifice 
must be reasonably made and the properties of others concerned must even- 
tually be saved. On this point, the laws and customs of the various countries 
are almost the same. In other words, even after the General Average act, 
if the remainder of goods including the ship are sunken, i. e., totally lost, 
and no benefit accrues to the owners of the other goods from jettison, there 
will be no problem as to contribution. 

The Commercial Law of our country, art. 791, provides ‘‘ contribution 
to General Average shall be limited to the actual value of the property at 
the termination of the adventure or at its delivery,” and as in other countries, 
it requires the ship or at least the remainder of the cargo to be saved after 
the General Average act. However, the problem which arises here is first 
liable to contribution, for General Average is action im rem and not action 
in personam. UHowever, in England, for a long time, the legal liabilities 
of the parties were personal at the time when the expenditure is incurred. 
Each scholar has agreed to this.”* 


** Arnould, Ibid. Vol. II. S. 917 p. 846. Emerigon, c. 12, 41, p. 606. 

Société Nouvelle d’ Armement v. Spiellers & Bakers, Ltd. (1917) 1 K. B. 865. 

** Recent example of difference between the two judicial precedent is the case of Chellew B 
Royal Commission on the Sugar Supply (1922), but Carver aad McArthur rank a 
Sea, s. 428. 8th ed.: McArthur, Insurance, p. 205. 2nd ed.) are different from has 
claimed that expenditures of General Average ought to be adjusted at the termination of the 
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Thus it has been recognized by the various countries as well as by Y. 
A. R. that as a result of the General Average act, success is necessary but 


on other points no agreement exists. According to the commercial law of 


France and that of our country, the existence of a causal relation between 
the General Average act and/or cargo saved by such act is necessary. In 
England, however, when sacrifice was made reasonably, although the success 
obviously is not due to this sacrifice but to some other cause, and the sacri- 
fice itself has caused no good result and could not be called a success, there 
also is the right to contribution. The German Commercial law art. 703, 
and Y. A. R. Rule I also have the same purport. Generally, scholars call 
the former (France, Japan) Causal Principle (Durch-Theorie) and the latter 
Survival Principle (Nach-Theorie).*® 

When considered by pure reason, the proper way can be said to be that 
the responsibility is a result from the General Average Act, but it is usually 
not only very difficult to prove the existence of a causal relationship if it is 


said that there is General Average when causal relation exists, the actual 


application of General Average will be very rare. ‘Therefore, it must be 
said that it is quite just to reject the proposal to insert the words caused by 
disposal act” (Durch die angeordeneten Massregeln) at German Commercial 
Law Drafting Committee. In other words, General Average is merely (einzing 
und alleim) the existence of a fact of saving (Die Tatsache der Rettung), 
whether from the sacrifice of others or other reason (for instance by accidental 
occurence). 

Therefore, it will be understood that regardless of the traditional history 
of the causal principle in France (French Commercial Law art. 423-5) since 
the Ordonnance of Louis XIV, it was not accepted by other countries and 


_ both the International Commercial Law Conferences at Antwerp in 1885 and 


at Brussel in 1888, accepted the Non-causal Principle (Survival Principle). 
In regard to the quantity and kind that remains, there are big differences 
in the existing laws and customs of individual countries such as (I) in Germany 
(art. 424) the minimum requirements are the remaining of vessel and whole 
or the cargo. (II) in France (art. 424) condition of at least the remaining 
of the vessel (Spain Portogal, Italy and Holland are the same), and in our 
Commercial Law (art. 789), is that the whole or part of the ship or cargo 


adventure. Lord Chorley, an author of Arnould also stated that the problem has, however, 
ceased to have much practical importance, because there is a tendency of the matter dealing 
with in the Y. A. R. among each countries, which are incorporated as a clause in the bill of 
lading in contract of affreightment. (Arnould, ibid. 13th ed. by chorley. s. 977. p, 898. f. n. 
(88); Lowndes and Rudolf, Ibid. p. 241). 

*® Ulrich states in his book “Taw a General Average’’ (Ulrich, a. a. S. 48), General 
Commercial Law, art, 703, means that the existence of causal relationship Sit salvage and 
General Average act is not necessary: 

** Die Rettung braucht aber nach deutschen Recht nicht durch das Havariegrosse-Opfer 
erfolgt zu sein.’’ and also ‘‘ Ein Kausalzusammenhang zwischen ripsische catalan tose und 
Rettung also nicht erforderlich’? (Hans-OLG. HGZ. 1905. 66). 
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remains. In the United States, for some time, either judicial precedent ex- 
isted but since the case of Columbian Ins. Co. v. Ashby in 1893, it was 
held that when a part of the ship or cargo remained, those concerned were 
liable to contribute for General Average.*° 

Scholars’ opinions on this were: Marshall (1865 5th ed.), Stevens (On 
Average) and Kent (Com, Vol. 3.) agreed with the rules of French Com- 
mercial Code art. 424, but contrary to this, Weijtsen (Tvaite des Avaries, 
art. 33), respectable scholar of earlier days, held quite a different opinion, 


namely, that if the jettisoned goods had not been sacrificed, their owners i 


might saved or recovered them all or in part, as the other owners had Benecke 
(System der Assecuranz, Principles of Indem.) and Philips (Ins. Vol. Il. s. 
1318), both agreed with the view of Weijtsen. Carver (Carriage by Sea, s. 


372.) and Lowndes (Ibid. 6th ed. p. 741), also supported this and stated that 


loss of the ship even by an accident which led to the sacrifice, made no 
difference to the liability of contribution.*! 


As stated above, the quantity of cargo to be saved by the General — 


Average act is not always the same in the codes of the various countries. ‘ 


Regarding the question whether the cargo once saved ought to stay saved 
until the termination of the voyage, there are two different principles, namely, 
the Temporary Saving Principle and the Final Saving Principle. France 
(Commercial Law art. 424) and Germany (German Commercial Law art. 
704), both have definite statements in regard to this but in our country 
there is nothing as such. However, in Commercial Law, art 790, it is defined 
as ‘‘For contribution to General-Average, the value of the ship is that at 
the termination of the adventure and the value of the property is that at its 
landing,” and the law of our country can also be interpreted as anticipating 
further peril resulting in loss of what has been saved once, and the cargo 
saved by the General Average act does not necessarily need to be saved 
permanently (endgiiltig), but only temporarily (zeitweilig). Consequently the 
Commercial Law of our country has adopted the causal principle but regard- 
ing the remaining cargo it has ignored the principle of the ship, kind of cargo 
and quantity, whilst regarding the term of saving the Temporary Saving 
principle has been applied. As for the Y. A. R., 1950, it has adopted the 
remaining principle, ignoring the principles of kind and quantity and the 
Temporary Saving principle, that is “‘die zettweilige teilweise Rettung von 
Schiff und Ladung nach dem Opfer,” as the proper principle. 


V. The General Average act must be intentional. 


8° Arnould, Ibid. S. 940. p. 867. In Iredale v. China Traders, Ins. Co. (1899) Bigham, J. 
said that he believed the English law to be the same as that laid down in this case by Story, J. 
(that is, Columbian Ins. Co. v. Ashby, 1893). 

31 Arnould 13th ed. s. 979. 

82 Comparative Law Study regarding the above is made in ‘‘Comparative Study of Essentials 
of General Average’’ by Dr. Masaharu Kato in Study of Maritime Law. Vol. I. p. 145-230. 
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As can be seen from our commercial law (art 788), General Average is 
-an action taken on ship and cargo by the master to avoid a common risk, 
and since it is left to the master’s free discretion, it is characteristically dif- 
ferent from loss incurred by inevitability (force majeur, act of God and 
King’s Enemies) in particular average of marine insurance. As to this, there 
exists no difference in the various countries. ‘‘ Extraordinary sacrifice or 
expenditure intentionally and reasonably made or inccurred” in new Y. A. 
-R., 1950, Lettered Rule, Rule A, means this. German Commercial Law, 
art. 700, uses the word ‘‘Intentionally” i. e. vorsdtelich as corresponding to 
| this. ‘‘Intentionally” is different from civil law and criminal law as being 
conscious of direct results (‘‘Gewolltseim des unmittelbaren Erfolges”) due 
| to its historical basis and as an important premise of this system, the act of 
sacrifice must be intentional. It is a fact that the suggestion of using the 
word ‘‘voluntary” by the German Commercial Law Drafting Committee 
was rejected. The reason was that if the word ‘‘voluntary”’ was used, the 
master would have to take responsibility for all General Average acts taken 
as the master of the ship, and at last it was decided to use intentionally i. 
-e., ‘‘vorsatzlich.” When considering the equivalent terms in other countries, 
terms that correspond to ‘“‘freiwillig” in France (art. 400) and Belgium (art. 
147) is volontatrement ; in Italy (art. 643) volontariamente ; in Portugal (art. 
653) voluntariamente; and the word that corresponds to “‘absichtlich” in 
England (Marine Insurance Act, art. 66-2, 1906); in Holland (art. 99) okzet- 
telyk; in Scandinavia (art. 187) med afsigt ; and the words that correspond 
to “mit Uberlegung” in Spain (art. 811) deliberadamente, the word ‘‘inten- 
| tionally” is used in Rule A of Y. A. R., 1950 (same in 1924).% 

| Among the present commercial codes there are not many which, as in 
France, require consultation between master and crew or inter-ship conference, 
before the general average act is taken. But such rules are based upon 
historical reasons practised since the Middle Ages. According to recent laws 
and customs, authorization of decision is entrusted to the master’s care and 
action taken by his own free will. In England, this was recognized by 
Lawrence, J. in the casé of Birkley v. Presgrave, and in the United States, 
it was clarified in the case of Papayani v. Grampian S. S. Co. (1896). Also 
in the Japanese and German Commercial Laws, it has been entrusted to the 
master’s free will. In Y. A. R., 1924, and 1950, a further amendment was 
made, as the general average act can also be decided by passengers provided 
that it was the most suitable action to be taken not necessarily: by the 
master or his representative. *4 


a Cr. Uisiet ara. O:°S: 19. 

*4 At the Stockholm Conference, 1924, an amendment was, in fact, moved to add the words 
**by the master or his representative,’’ but was withdrawn. It may be assumed, therefore, that 
the intention of the conference was that provided the act otherwise possesses the necessary ‘quali- 
fications required by Rule A, the fact that it was not specifically ordered by the master will not 
bar a claim to allowance in General Average. (Lowndes and Rudolf’s 2nd ed. p. 349). 
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Thus, the General Average act made by the master must be of his fi 
will without anyone’s pressure. And the question of free will has been 
difficult problem of the scholastic philosophy. For instance, in the case 
jettison, this is also interpreted as an act of free volition, although the « 
liberation and selection of casting goods is confined to urgent circumstanc 
namely, in case of forced volition (‘‘volonat violente del accidente 
pericolo”), the party making the sacrifice is allowed right to contributi 
though in this case, it has only co-operated with the violence of the element: 

The subject argued about until now was that of voluntary strandir 
When a ship is voluntarily run ashore for safety to avoid capture or stor 
by the master’s own decision, it is doubtful whether this may be recogni: 
as the master’s free will. Therefore, opposition among scholars and in judic 
precedents existed as it was doubted whether a human act could be abc 
the violence of the elements. The scholastic philosophy designated this 
mixed, i. e., rather voluntary than involuntary, though partaking of 1 
nature of both. Aristotle, in treating the question of free will, expres 
instances jettisons, i. e., €xfo2aE as actions voluntary rather than involunta 
because, although no one would resort to them unless forced by circumstance 
yet they are objects of choice at the time they are resolved on, and 1 
necessary steps Sao towards carrying them into effect are acts of f 
volition (Ehics, Lib. iii, Chap. 1.). However in England, since 1876, it v 
prescribed that all papain to ship and cargo resulting from voluntary strat 
ing is to be excluded from General Average by Rule 12 of the Associati 
of Average Adjuster’s regulation.*® 

Previously, England was using ‘‘Custom of Lloyd” but due to stre 
suggestions by Stevens (On Average, 5th ed. 1835. 31-33) and Benecke (. 
of Indem. 1824. p. 149), this was completely reversed in present existi 
rules. Their methods could not be said to be same but they have agre 
in the conclusion, which is, that when the situation of a ship leaves 
choice but voluntary stranding, there is no time for deliberation and sel 
tion in jettison (jettison is the typical case of general average). 

The situation of the vessel at the time of the loss being so desper: 
as to leave no alternative, they claimed the loss was not in the same con 
tion as jettison. Thus at last, the traditional custom was changed. Sit 
1890, Y. A. R. has been applied to both British handling rules of article 
and the custom of other countries, as two basical rules. This is very natur 
being uniform international rules. 


r Arnould, Mar. Ins. and Average, 2nd ed. 1857. p. 916. & 13th ed. Jbid, vol. IL. s. 937 
n. 
+ Voluntary stranding (Custom of Lloyd’s. 1876). The Custom of Lloyd’s excludes fi 
general average all damage to ship and cargo resulting from a voluntary stranding. 
This rule does not necessarily exclude such damage as is done by beaching or scutt! 
a burning vessel to extinguish the fire. 
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The above are some explanations of the essentials of General Average. 
\ddition, according to France and the countries following French law, 
n the peril is due to negligence (fault, Vershulden, la negligence du 
vine au l’équipage) of the shipowner, the cargo-owners or the master (in- 
ing third party,), damage occurred or expenditure is not recognized as 
eral Average and is treated as particular average (besondere Haveret). 
ach Commercial Law, art. 405, Dutch Commercial Law, art. 700, Belgian 
amercial Law, art. 148, and Italian Commercial Law, art. 643, concur 
his. However, in opposition to this in German Commercial Law, 702, 
; stated that even if the damage occurred due to negligence of those 
cerned and the third party, it will not affect General Average. The 
imercial law of our country has also a similar statement which is ‘‘ When 
aforementioned peril has occurred due to negligence, those concerned will 
e the right to contribution to the person who caused the peril.” Thus, 
wrding to the commercial law of our country, although a peril occurred 
to negligence of the cargo owners, shipowners, master or others concerned, 
General Average act is not disturbed. Furthermore, the German com- 
cial Law added the third party to this. In England, this was applied 
n early days when the general average act was carried out by those 
cerned, such as when jettison is made by the master negligently after 
nding, the person who caused the peril will have no right to contribution 
the well-intentioned loser of the cargo will have the right to contribu- 
1°’ In addition, if a negligence clause (Nachlissigkeitsklausel) is inserted 
the contract of affreightment, the resposibility of the shipowner for the 
ligence of the master and crew will not be affected by the shipowner’s 
it to contribution for General Average. The above principle was defined 
m the cases of Strang v. Scott, 1889, and the Carron Park, 1890, and 
; reconfirmed at the Supreme Court in the case of Milburn v. Jamaica 
lit, etc., Co. (1900)**. 

In England, in the aforementioned case Strang v. Scatt, 1889, in de- 
‘ring the judgment of the Privy Council, Lord Watson said. ‘‘The 
odian law, which in-that respect is the law of England, bases the right 
contribution not upon the causes of danger to the ship, but upon its 
ual presence.” However it must be noted that the party responsible for 
ring brought about the peril to avert which the sacrifice is made is not 
itled to contribution towards his loss. But this is not always so, in spite 
exceptions in the contract of affreightment. The aforementioned case 
Carron Park in 1890 elucidated this point in earlier days. (Cf. Milburn 
Jamaica Fruit Importing Co. (1900)). However, in the United States, 


In such case, in England, it has been said that it is necessary that the negligence form 
onable fault i. e. tort or breach etc. of contract. 

On this point, the view of France and Holland differ. The Mary Thomas, 1894 (Holland); 
k vy. London Ass. Co., 1895 (France). 
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the Harter Act was promulgated in 1893, according to which if the ship- - 
owners shall have exercised due care to make the ship seaworthy, neither 
he, the vessel, her agent nor her charterer shall be liable for damage. The 
Irraawaddy (1897), and the Strathdon (1900), were such cases. 

Here, an additional clause was to be used in bills of ladings made by 
shipowners, and when General Average was due to negligence, both the } 
shipowner and the cargo-owners are liable to contribution. There was a |} 
problem as to the legality of efficieney-of this clause, but later it was judged } 
invalid in the case of the Yucatan (Ansonia Clock Co. v. New York and | 
Cuba Mail Stemship Co.), because of its being a negligence clause, which } 
is against the declared policy of the United States of America. However, | 
later the matter was brought up again in the case of Jason, which was judged 
valid in the United States Supreme Court. And thus at last, the difference 
between England and the United States, was finally abolished. Moreover, | 
this Harter Act only remains applicable before loading and after discharging 
cargo in the United States Carriage of Goods by Sea Act, 1936, and the | 
United States has extended the utmost assistance to the Y. A. R., 1950. 7 
Therefore, it may be regarded as almost useless to argue the relationship be- | 
tween General Average and the Harter Act. Regarding this subject, I will 
not esi het into details here since it has already been discussed in my previous } 
essays.° 

Thus, the principles of each country are different but since this causes” 
confusion in international transportation, the York Antwerp Rule was adopted | 
in 1903 at the conference of the International Law Association, and incor= 
porated in Y. A. R. 1890. Lettered Rule D of York Antwerp Rule, 1924 | 
and 1950 is only incorporated rule of Antwerp Rule, 1903. | 
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THE ESSENTIALS OF DUMPING AND 
UNFAIR COMPETITION WITH REFERENCE TO THE 
JAPANESE EXPORT SITUATION 


By Kaname AKAMATSU 


Professor of Economics 


I. Two conditions of Dumping 


Dumping is generally regarded as a method of unfair competition. First 
we must define the precise meaning of dumping and inquire how it is con- 
nected with the concept of unfair competition. In the Article 34 of the 
Havana Charter for J. T. O., dumping is defined as follows: 

The Members recognize that dumping, by which the products of one 
country are introduced into the commerce of another country at less than 
the normal value of the products, is to be condemned if it causes or threatens 
material injury to an established industry in a Member country or materially 
retards the establishment of a domestic industry. For the purposes of this 
Article, a product is to be considered as being introduced into the commerce 
of an importing country at less than its normal value, if the price of the 
product exported from one country to another, (a) is less than the comparable 
price, in the ordinary course of trade, for the like product when destined for 
consumption in the exporting country, or, (b) in the absence of such domestic 
price, it is less than either, (i) the highest comparable price for the like 
product for export to any third country in the ordinary course of trade, or, 
(ii) the cost of production of the product in the country of origin plus a 
reasonable addition for selling cost and profit. Due allowance shall be made 
in each case for differences in conditions and terms of sale, for differences 
in taxation and for other differences affecting price comparability. 

This definition of dumping, adopted also in the Article 6 of GATT 
with the same phraseology, is perhaps the most inclusive one, in which we 
can distinguish two constituent factors of dumping; the price factor of the 
exporting country and the injury factor of the importing country or country 
competing with the former: When dumping occurs, the export price of the 
exporting country, must be less than that of the like product destined for do 
mestic consumption; less than the highest comparable price of the like product 
destined for the third country or less than the cost of production, including 
reasonable profits in the exporting country. But this price condition is not the 
sole factor to make any export become a dumping. If such an export, as 
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the one discriminated in price, is not injurious to the importing country or 
any other country competing, with the exporting one, it cannot be properly 
said that there is dumping, as condemned in the Article above cited. 

The price factor, which constitutes a part of dumping, may be defined 
here, as a potential condition and the injury factor as a realization condition 
of dumping, in the sense that an export at a discriminating price, is not 
regarded as dumping if it is not injurious to other countries. Of course an 
export injurious to any country is not conceived as dumping if the export 
is carried at a very low, but not discriminating price, due to the low cost, 
resulting from the technical development and rationalization in the exporting 
country. 

According to Viner, “‘the one essential characteristic of dumping, I 
contend, is price-discrimination between purchasers in different markets.” 
His definition of dumping, as he describes it, covers not only the more 
common form of international price-discrimination, where sales are made 
at lower prices for exports than in the domestic market, but also the rarer 
forms, (a) where there is no domestic market for a particular commodity 
or only a meager one and important price-discrimination is between purchasers 
in different export markets and (b) where the home market of the seller is 
made the dumping-ground and higher prices are charged to purchasers in 
foreign markets. It is certain that dumping as defined by Viner, extends 
to the unusual cases where it is very doubtful to be so called, as when products 
are exported at a price higher than the domestic one. 

In this latter case, the party injured by dumping is that of the consumers 
in the importing country, owing it to the high import price, or the competing 
producers in the exporting country, owing it to the extremely low price, 
discriminately charged by the dumper. This concept of dumping may not be 
usually adopted in the provisions of the anti-dumping laws of most countries 
of the world. But from the scientific point of view, price discrimination as 
a potential condition of dumping is very important and I agree with Viner, 
as I later state in regard to the concept of unfair competition, to define 
dumping as a price-discrimination between national markets. 

As for the damage condition of dumping, some qualification must be 
made in whatever case the potential dumping can become real dumping, 
injurious to the importing or competing country. First, if the volume of 
exports of the said commodity is not expanding markedly, it cannot be 
conceived that there is a dumping which is materially injurious to the im- 
porting parties. In Article 34, paragraph 7 of the I.T.O. Charter (Article 
6, paragraph 7 of GATT) prescribes for the export of primary commodities 
at discriminatory prices under a system for the stabilization of the domestic 
price, the export at a price lower than the domestic one, is not taken for 
a real dumping, if the stabilization system is so operated, either because of 

* Jacob Viner, Dumping (A Problem in International Trade), 1923, pp. 4-5. 
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the effective regulation of production, or in order not to stimulate exports 
unduly, which would otherwise seriously prejudice the interests of the other 
Members. 

In the same way, the case in which the export price of the primary 
products becomes lower than the domestic price through the subsidies granted 
directly or indirectly by the government of the exporting country, is not 


regarded as a real dumping if the export is not stimulated as to damage © 


the interests of other countries. This case is concerned only with the primary 
products under the system for stabilization of domestic price and cannot be 
generalized as to include manufactured goods; however, the principle is ap- 
plied to all commodities exported when and if exports are not expanding so 
much, they will not be considered real dumping, even if their export prices 
are lower than the domestic ones, because they are not conceived to be a 
material injury to other countries. 


Il. Inequity and Unfair Competition 


Now we must proceed to the connection of dumping with unfair com- 
petition, the former being treated as one of the types of the latter. The 
term ‘‘unfair competition” is defined as, ‘‘passing off or attempting to pass 
off, upon the public, the goods or business of one person as, and for the 
goods or business of another. It consists essentially in the conduct of a trade 
or business in such a manner that there is either an express or implied repre- 
sentation to that effect. The basic principle is that no one has a right to 
dress up his goods or otherwise represent them in such a manner as to deceive 
an intending purchaser and induce him to believe he is buying the goods of 
another,’ 

Similarly, the writers of legal texts have devoted their attention almost 
wholly, to practices either of this or a like character. ‘‘ Until recent years, 
therefore, the term ‘unfair competition,’ has refered primarily to the market- 
ing of goods by methods involving fraud, misrepresentation, etc.”* But the 
term ‘‘unfair competition” as used in the Trade Commission Act, cannot be 
construed as to embrace unfair competiton in the older meaning cited above, 
The term dumping has also no connection with fraud, misrepresentation etc., 
which constitute the essential characters of unfair competition in the older 
sense. 

In recent years, there appeared numerous methods, including dumping, 
which are treated as unfair competition, although they have no characteristic 
of fraudulence. The Clayton Act of 1914, enumerated the business practices 


* Cyclopedia of Law and Procedure, xxxviii, 756-58, cited by W. H.S. Stevens, in his ‘* Un- 
fair Competition’ 1917. 


® Stevens, ibid. p. 3. 
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which should be prohibited as unfair methods of competition, some of which 
are, local price discrimination, tying contract, holding companies, interlock- 
ing directorates, etc. Some of these practices are the means to create a 
monopoly, others being the aggressive methods practiced by it. Monopoly 
in itself, is condemned as something unfair, because it charges a monopoly 
price at the sacrifice of consumers. Such monopoly price does not correspond 
to the cost which the enterprise pays and incurs to supply goods and services 
to the consumers. 

This inequity between price and cost is something like a discrimination 
and thus, not appropriate to the idea of equity or fairness, which is just 
opposite to the idea of discrimination. On the other hand, the monopolistic 
enterprise exercises discriminatory methods such as local price-cutting and 
tying contracts to suppress the competing businesses and to strengthen their 
monopolistic position. 

So we can conclude that the new types of unfair methods of competition 
haye as their essential criterion, the idea of discrimination, distinguished from 
the old type of unfair methods, where the essential characteristic lies in 
fraudulence. Thus this criterion makes clear the difference between the old 
and new concepts of unfair competition. Fraudulence is conceived in itself 
unfair or unjust, but discrimination in itself is not necessarily unfair; some- 
times it is useful to the public, for example, the class discrimination in the 
trains or in the theatres. ‘There must also be a degree of discrimination of 
position in the government or business organizations. But when some 
methods of discrimination damage the general public in the interest of a few 
persons, they become unfair and should be condemned as opposed to the idea 
of equity. A discrimination which brings some injury to others, contradicts 
the idea of equity. Inequity, which brings some conflicts and frictions into 
the community, is the essential constituent of discrimination. But we must 
be aware that there is also the spurious discrimination, as already stated, 
which does not contradict equity. 

On the grounds of what has been mentioned above, I agree with Viner, 
who attributes the essential character of dumping, to price discrimination. 
But there is the question whether a price-discrimination is truly inequitable 
or not. As already stated, price discrimination is a potential condition of 
dumping, which becomes real dumping when it brings some damage to the 
discriminated party. Furthermore, this potential condition of dumping must 
be investigated from the standpoint of the principle of equity. In the Article 
23 of I. T.O. Charter (Article 14 of GATT), for example, exceptions to 
the rule of non-discrimination are set up to the effect that, ‘‘the Members 
recognize that the aftermath of the war has brought difficult problems of 
economic adjustment which do not permit the immediate full achievement 
of non-discriminatory administration of quantitative restrictions and there- 
fore, requires the exceptional transitional period arrangement set forth in 
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this paragraph.” 

As a result of the war, when the economic structure of most countries 
were so greatly distorted as they are unable to stick to a non-discriminative 
administration of foreign trade, transitory discrimination was recognized and 
not conceived as contradictory to the principle of equity, on the grounds that 
the economic situation of the country would be worsened if the principle of 
non discrimination is enforced, and formal equity in that country becomes 
real inequity. In regard to dumping, the same consideration is required in 
order to distinguish a genuine price-discrimination, which is to be condemned, 
from that arising after a structural disequilibrium in the internal economy — 
of the country. 

Now we must consider the concepts of the so called social dumping and 
valuta dumping, distinguished from dumping proper, as mentioned above. 
These two types of dumping apparently have no price-discrimination between 
export and domestic prices and therefore, lack the potential condition of 
dumping. But when the export of any country is stimulated by the low 
export price originated from the low rate of wages or by an exchange rate 
depreciation, the interests of other countries may be materially injured and 
this is where the realization condition of dumping comes into existence. 
However, these types of low price exports, if they are actually called dump- 
ing, are different from dumping proper and, therefore, must be treated 
separately from the latter. But if we apply the principle of equity to these 
types of dumping we shall find a similar price discrimination as their 
potential condition of dumping. ~ 

If the income of wage earners, compared with the income from profit 
of the employers is very low and the exploitation of labour is very conspicuous 
in a country, it can be assured that there prevails a discriminative low wage, 
which contradicts the idea of equity and the resulting low price export may 
be called true social dumping. But if the average income level of that 
country is lower than those of other countries, the resulting lower price 
exports of that country cannot be called social dumping, for it lacks the 
potential condition of dumping, that is, the discrimination criteria, contra- 
dictory to the principle of equity. 

On the case of valuta dumping, there occurs, at least for a time, a sub- 
stantial divergence between the internal and external purchasing power of 
the currency for that country. ‘‘A depreciating currency will thus tend to 
operate as a premium on exports by causing export prices, temporarily at 
least, to be abnormally low in terms of foreign currencies. This is a practice, 
however, which is quite distinct from dumping proper.”* Exchange dumping 
has perhaps more serious effects to the importing countries than dumping 
proper, because the former lowers the prices of all export commodities in 


* Viner, Dumping, pp. 15-16. 
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terms of the currencies of the importing countries, while the latter concerns 
only to some particular commodities. Thus in exchange dumping there 
exists the realization condition of dumping and also a discrimination between 
the external and internal values of the currency, effecting to lower the export 
prices compared with the domestic ones. Therefore, exchange dumping 
should be condemned more than dumping proper, because its injurious effects 
to the importing countries are more serious and extensive. 


Ill. Forms of Dumping and the Standards of Equity 


The condition for considering dumping as a form of unfair competition, 
is as already stated, found in the existence of price discrimination in exports, 
when it damages the competitive industries of other countries. 

In general, when a discrimination prejudices the consumer or the laborer 
in that country or in foreign nations, or again, when it brings more than 
normal profits, it is considered an unfair method of competition. When the 
domestic price is kept higher than the export price, this is regarded by the 
domestic consumers as unfair, or in the case of ‘‘reverse dumping,” as stated 
by Viner, we can say that, the gains of foreign consumers are affected. In 
the actual definition, dumping is regarded unfair, only because it affects the 
competitive position of other countries. In general and theoretically, ‘‘dis- 
crimination” and its accompanying prejudices, must be understood in a wider 
sense. However, what we must reconsider here, is that not every price 
discrimination in exports is to be always regarded as the essential factor in 
unfair competition; therefore, it is necessary to analize the different forms 
of dumping. 

Here, we are going to make studies concerning dumping in its original 
meaning, however, it is necessary to notice that even in cases like social 
dumping, when it is due to the low wages resulting from the low levels of 
national income in the exporting country, it cannot be called true social 
dumping. Again in the case of valuta dumping, when it is necessary to take 
the measures of an exchange devaluation, owing to the fundamental disequili- 
brium in the balance of payments of that country, can neither be regarded 
as true valuta dumping. This is because the standards of unfairness, i.e., 
inequity and or discrimination, are not present. Then, what happens in the 
case of dumping, taken in its original sense? 

From the standpoint of the degree of continuity in original dumping, 
Viner classifies original dumping into three classes: Sporadic, short run or 
intermittent and long run or continuous. Furthermore, each one of this is 
classified according to the motives or objectives of dumping. a) From this 
basis, a classification is made as follows: 
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Classification of Dumping According to Motive and Continuity.® 


Motive Continuity 
A.—To dispose of casual overstock } : 
B. —Unintentional Parad 
C.—To maintain connections in a market in 
which prices are on remaining considerations un- 
acceptable 
D.—To develop trade connections and buyers wsadwat 
in a new market 
E.—To eliminate competition in a market dumped on 
F.—To forestall the development of competition in the 
market dumped on 
G.—To retaliate against dumping in the reverse direction 
H.—To maintain full production from existing plant fa- 
cilities, without cutting domestic prices 
I. —To obtain the economies of larger-scale production 
without cutting domestic prices 
J. —On purely mercantilistic grounds 


Short Run or Inter- 
mittent 


Long Run or Continu- 
ous 


Any criticism in regard to Viner’s classification of the forms of dumping, 
shall be omitted here since, I believe that the following classification is more 
adequate for our purposes. First, Policy Dumping; second, Cyclical Dump- 
ing, and thirdly, Structural Dumping. 

Policy Dumping refers to the export bounties of a country and his- 
torically was much practiced during the period of Mercantilism. It cor- 
responds to the (J) section of Viner’s classification. Next, Cyclical Dumping, 
which is mainly caused by the fall of prosperity in accordance with the 
cyclical fluctuations during the period of Free Capitalism, and includes the 
several forms of dumping that Viner mentions under the Sporadic and short 
run or intermittent forms. Finally, Structural Dumping, which appears 
during the period of Monopolistic Capitalism, includes the long run or 
continuous dumping described by Viner. 

Undoubtedly, this three forms appear at present in a mixed manner but, 
from the historical standpoint, we can say that they correspond to the periods 
of Mercantilism, Free Capitalism and Monopolistic Capitalism, respectively. 


1) POLICY DUMPING. 

The first mentioned policy dumping, which due to the direct export 
bounties and subsidies by the government, creates a discriminative low export 
price, was typical as a policy of the Mercantilistic Era; however even at 
present times, depending on the national benefit of indirect or otherwise 
concealed subsidies, it can be seen that in several countries a discriminative 


° Viner; Dumping (A Problem in International Trade); p. 23 
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low export price is found. 

It is needless to say that policy dumping as such meets with sharp 
criticism, for it promotes the exports of a country while destroying the 
competitive industries of other nations; furthermore, it is natural to encounter 
obstruction in matters of offset and dumping tariffs. Moreover, it cannot 
be denied that, from the position of the exporting country, when the profits 
of the export industries are promoted or at least maintained by means of 
taxation, the existence of inequity, even internally, is relevant. In this sense, 
the provision of the I. T.O. Charter, Article 26, section 1, concerning export 
subsidies, states as follows: 

““No member shall grant, directly or indirectly any subsidy on the export 
of any product; establish or maintain any other system which subsidy or 
system results in the sale of such product for export at a price lower than 
the comparable price charged for the like product to buyers in the domestic 
market, due allowance being made for differences in taxation and for other 
differences affecting price comparability.” 

However, an additional provision is laid down, concerning such primary 
commodities as agricultural products. One of those provisions, as stated 
above, refers to the case where there is a price support system for agricultural 
products (I. T.O. Charter, Article 27, section 1) and the important conditions 
are, ‘‘The system is so operated, or is designed so to operate, either because 
of the effective regulation of production or otherwise as not to stimulate 
exports unduly or otherwise seriously prejudice the interests of other mem- 
bers,” (Article 27, section 1, Part b). Again, it can be seen in the I. T.O. 
Charter, a provision concerning ‘‘undertaking, regarding stimulation of ex- 
ports of primary commodities” which goes as follows: ‘‘ Any member grant- 
ing any form of subsidy, which operates directly or indirectly to maintain or 
increase the exports of a primary commodity from its territory, shall not 
apply the subsidy in such a way as to have the effect of maintaining or 
acquiring for the member, more than an equitable share of world trade in 
that commodity,” (I.T.O. Charter, Article 28, section I). Consequently, 
a subsidy which does not promote an export, exceeding the ‘‘equitable share 
of a member,” can be admitted. 

In making the basis for determining the rationality of subsidies, the 
following stipulations, as stated in Article 28, section 4 of the I. T.O. Char- 
ter, shall be mentioned. a) The member country’s share of world trade in the 
commodity during a previous representative period. b) Whether the member’s 
country share of world trade in the commodity is so small that the effect of 
the subsidy on such trade is likely to be of minor significance. c) The degree 
of importance of external trade in the commodity to the economy of the 
member country granting, and to the economies of the member countries 
materially affected by the subsidy. d) The existence of price stabilization 
systems conforming to the provisions of paragraph 1 of Article 27. e) The 
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desirability of facilitating the gradual expansion of production for export 
in those areas able to satisfy world market requirements of the commodity 
concerned in the most effective and economic manner and therefore of 
limiting any subsidies or other measures which make the expansion difficult. 

Taking into consideration these stipulations, even though we make export 


subsidies a form of dumping, they will determine whether they are to be 


rejected as unfair or not. The important thing here, is not that the export 
subsidies will result in export promotion but, that the share of exports is 
maintained without exceeding their previous amounts; therefore, when it does 
not impose severe damages to the competing country. Again, when the 
export of a commodity has, for that country, a great importance from the 
standpoint of the balance of payments, or when that country has an adverse 
balance of payments, there is reason to admit an export subsidy even if it 
has the effects of dumping and it cannot necessarily be called “‘unfair.” Of 
course, this only refers to the primary goods such as agricultural products 
whose price elasticity of supply and demand is low. But it is possible also 
to use this considerations in regard to industrial goods. 


2) CYCLICAL DUMPING. 

Cyclical dumping occurs mainly with the decline of prosperity. The 
“sporadic” dumping of Viner, in other words, the one used for the disposal 
of overstock belongs to this form. Again, when a low export price is kept 
as ‘“‘short run” or intermittent dumping in order to maintain the business 
transaction, this should be regarded as a cyclical form of dumping. 

With the decline of prosperity and the increase in competition, dumping 
tends to occur repeatedly; due to this, the tariff of every country will be 
increased and fears may rise as to a general spread of economic nationalism. 
In this case, the domestic price of the exporting country will also fall but, 
the demand will become extremely unelastic; thus, in order to dispose off 
the surplus commodities, dumping into other nations will take place. Es- 
sentially, this dumping which subsides the competitive goods of other coun- 
tries will result in an increase of exports, therefore, as it is considered an 
unfair competition, it will receive a sensible resistance. Cyclical dumping, 
which subsides the products of other countries and tries to go into a larger 
than the normal world share of exports, cannot be justified. 

However, when the domestic price of the exporting country is kept at 
high levels, due to a policy of full employment or to a certain inflationary 
tendency caused by any reason, while on the other hand, the international 
price level falls into a depressionary state and furthermore, when the export- 
ing country finds itself with a deficit tendency, it will try to check the 
decline of exports; so if dumping takes place in order to maintain the normal 
world share of exports, not only in the case of primary goods as mentioned 
before, it cannot be immediately recognized as unfair competition. 


| 
| 


| 
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When the national price level, due to such things as a domestic policy 
of full employment does not fall as much as the international price level, 
and in such a case when it produces a disequilibrium in the international 
‘balance of payments, the existence of a “‘fundamental disequilibrium” is 

clear and an exchange devaluation can be recognized (see International 
| Monetary Fund, Article IV, section 5) or furthermore, it may also recognize 
import control measures (see I.T.O. Charter, Article 21). 

In this case, when an exchange devaluation takes place, the result will 

be a valuta dumping, but if, on the other hand, the degree of dependency 

of imports in foodstuffs and raw materials is high, exchange depreciation 
will not be profitable for the national economy of that country. Here, in 
the case of certain products, a discriminative low export price is created but, 
this loss would be made up by a high price in the domestic demand. This 
type of dumping may not be always and necessarily concluded to be a form 
of inequity. 

In short, the domestic price level does not fall in concert with the in- 
ternational price level, for only the export price will be reduced to the in- 
ternational levels and if it hardly manages to maintain its previous export 
share, this type of dumping cannot be regarded as inequity. However, if the 
difference between the domestic and the international price is constant and 
“fundamental disequilibrium” persists continuously, this is not a cyclical 

phenomena but, a structural one; hence there is a need of an exchange 
devaluation or a change in the structure of production to increase the domestic 
productive power. If we try, partially, to solve this structural contradiction 
by means of dumping, it will become a structural form of dumping, but the 
fact that it might become permanent, even provided that this dumping is 
‘not unfair, cannot be recognized. 


3) STRUCTURAL DUMPING 

Next, we shall take up the structural dumping. This includes not only 
the “‘long-run or continuous” dumping but also, the short-run dumping, 
which as mentioned by Viner, will establish a monopoly, eliminating the 
competition in foreign markets. 

These types of dumping are of a structural character because, the export 
industries, through which these methods take place, have a structure capable 
of monopolizing not only the domestic market, but also, the foreign market. 
It can make a discriminative dumping by the structural necessity, whatever 
the phase of the cyclical trade aspects are at that time. 

The most prevailing types of structural dumping are the two mentioned 
by Viner under ‘continuous dumping’, namely, that which is ‘‘to maintain 
full production from existing plant facilities, without cutting domestic prices” 
and those which are, ‘‘to obtain the economies of large scale productions 
without cutting domestic prices.” These two kinds of dumping have the 


32 THE ANNALS OF THE HITOTSUBASHI ACADEMY [October 


same effect. They will export their products at a price lower than the domestic | 
monopoly price, in order to maintain mass-production methods and to gain- 
maximum profits from the full operation of the capital equipment. “‘It is | 


196 


probable that this is the most prevalent type of dumping. 


These types of structural dumping require two structural conditions ; one 
is a large scale system of production installed by the enterprises and the 
other is a protective tariff, charged to the competitive imports, facilitating | 


the monopolization of the domestic market. The large scale production of 


the monopolistic enterprises, enjoys the advantage of decreasing costs as 
they increase production and are able to lower the average unit cost to their — 


minimum. But, to maximise profits, it is necessary to maintain a monopoly 
price in the domestic market, by means of an import tariff and if the whole 
output, obtained at the optimum position of production, cannot be sold out 
at that price, the necessity to dump the surplus products into the foreign 
markets, arises. The stronger the monopolistic position of a large enterprise 
or a cartel is, the more powerful and continuous this structural dumping 
becomes. From the standpoint of both the discriminative prices and the 
damages inflicted upon others, it is considered a genuine form of unfair 


competition. Here, not only the foreign competitors but also the domestic — 


consumers are affected by the price discrimination between, the low dumping 
price and the high monopoly price, the latter, making the former possible. 

But in some instances, this structural dumping may not be injurious to 
the home consumers; such is the case when dumping can expand the pro- 
duction much more and lower the average unit cost and domestic price, as 
contrasted with the case, where no dumping takes place and therefore, less 
output is produced at higher unit cost. As Haberler clearly stated, “‘when 
there are falling marginal costs, dumping leads to a reduction in the home 
price. In a similar manner, it can be shown that, when marginal costs are 
constant, there is no change in the home price and that when marginal costs 
are rising, dumping raises the home price.’” 

In any case, however, as long as there exists a monopoly price in the 
home market, consumers’ interest may be injured and monopoly price, which 
in itself, is a discrimination, is regarded as unfair, therefore doomed to be 
prohibited by the Anti-Trust Law. 

Thus, dumping under monopolistic conditions, is structural in character 
and in most of the cases, performed by the exporters in highly developed 
countries, where the monopolistic conditions are prevailing. 

Now, we must distinguish here, another form of structural dumping, 
which is not accompanied by monopoly due to the monopolistic structure of 
the export industries, as was mentioned above. This other kind of dumping 
has its root in the structural disequilibrium of the national economy of the 


. phe? ibid., p. 
TRG; .’ Haberler, Phe Theory of International Trade (Eng. trans.), 1936, p. 309. 
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export countries. Ifa country looses in a war and its territory, in comparison 
with the population, becomes much smaller and furthermore, there is a too 
large decrease in the volume of foreign trade to accomodate enough raw 
materials and foodstuffs for the population, their balance of payments will 
show persistent deficits. Under this condition an inflationary price tendency 
appears, then it must be considered, that there exists a fundamental dis- 
equilibrium in the economy of that country. 

The country with such a fundamental disequilibrium may be allowed 
by the IMF to depreciate its currency and lower the exchange rate. But, 
when its elasticity of demand for imports is very low and that of the foreign 
demand for exports is not so high as to be able to offset the consequences 
of the former, it is better for that country to maintain its exchange rate. 
The alternative way to support its export trade in order to import the 
necessary foreign products and to employ its labour population as much as 
possible, is to lower its export price, compared to the domestic one. 

This discrimination between export and domestic prices is forced by the 
competition of many export traders who endeavour to acquire foreign curren- 
cy, to buy profitable imports which can be sold at a good margin. The 
exporters are not intending to monopolize the home market or to dump the 
surplus goods which cannot be sold in the home market at a monopoly 
price. On the contrary, they are competing with each other in the foreign 
and domestic markets which became much narrower since the war. 

This sort of structural dumping has also in appearance, a price discrimi- 
nation, as a potential condition of unfairness but, in reality, its domestic 
price is abnormally higher than the international price level, due to the struc- 
tural disequilibrium of the national economy, so that its export prices are 
compelled to line up with the normal level of the international economy. 
Thus, it can be said that, the export prices which are lower than the 
domestic ones, are not, in reality, the factor of discrimination which consti- 
tutes unfairness. 

As for the realization condition of dumping, their export prices are not 
much lower than the international level and do not undersell the foreign 
competitive goods. Moreover, the country, as a whole, had not restored the 
foreign trade to the pre-war level and is always in a position of deficit in 
their balance of trade. 

In such a case, the export at a lower price cannot be considered to be 
harmful to the foreign competitors. For the reason above mentioned, we 
conclude that the dumping of a country in an inflationary condition arising 
from the structural disequilibrium, cannot be treated as a real dumping, 
which is a method of unfair’ competition. 
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IV. REFERENCE TO “JAPANESE DUMPING” 


Japan had been notorious and condemned as having engaged in social 
dumping during the pre-war years. But after the war, the conditions of 
labourers in Japan have improved remarkably as compared with the 
recovery of the general level of the real income per population, which stood, 
in the year 1951, at 93% of the pre-war level (1934-1936). , 

The absolute wage level of Japanese labourers, as well as the level of 
money income in general, is still very low, as compared to those of American 
and European labourers but, when we take into consideration the efficiency of 
labour and calculate the efficiency reward, as treated by R. Harrod, in his 
“International Economics,” then Japanese wage level, in the post-war years, 
cannot be regarded so low as to constitute social dumping. 

As a reference, the following table, prepared by S. Fujii, Prof. of Kobe 
University, will give proof of this facts. 


COMPARISON OF EFFICIENCY WAGES OF THE COTTON INDUSTRY 
IN JAPAN, THE UNITED STATES AND THE UNITED KINGDOM 


A.—Comparison of Efficiency wages in the Cotton Industry in the Pre-war Years. 


JAPAN AWS HOR 
(average from (average for the (same 
1930-34 month Sept.) as 
1933, 35, 36) UPS? 
1.—Real Wage Index z 100 371 197 
(Japan=100) 
2.—P. M.H. (Productivity 100 163 124 
Per Man-Hour) Index 
3.—Efficiency Wage Index 100 220 158 
((1)/(2)) 

B.—Changes of Efficiency Wages in the Cotton Industry, before and after the War. 
4.—Real Wage Index (May 1950) (Mar. 1950) (Oct. 1949) 
In Pre-war Years=100 160.1 174.2 164.9 
5.—P. M. H. Index (Ist. half’ 50) (1944) (1949) 

in pre-war years=1 0.751 2.24 0.917 

JAPAN LOSE Unks 

6.—Efficiency Real Wage 

Index ((4)/(5)) 213 78 178 

C.—Comparison of Efficiency Wages in the Cotton Industry in the post-war years. 

7.—(3)X(6) 213 177 281 
8.—Index Numbers 

Japan=100 100 83 131 


SOURCES: Japan Textile Association, Wages of the Cotton Industry in Japan; Comment 
to the so-called ‘‘Low Wage Theory,’’ Nov. 1950. 
See: Shigeru Fujii, ‘‘ Dumping and Exporting price of Japan.’’ ‘‘Sekai Keizai.’’ 
Journal of the Institute for World Economy, Tokyo, Feb. 1953. 


The index numbers of this table may not be precisely comparable 
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because, these figures are calculated indirectly from the comparison of the 
efficiency rewards in the pre-war years, with those in the post war years 
and moreover the dates of the figures were not the same. However, 
they are useful to our purpose, as they give us only an approximate figure. 

This table shows the changes in the competitive power of the cotton 
industry in each country, during the pre-war and post-war years. During 
the pre-war years, the competitive power to export in Japan, is shown to 
have been so dominant that the efficiency rewards in Japan were running 
less than a half of those in the United States, and about 50% below, than 
those in the United Kingdom. However, the productivity in the United 
States, after the war, doubled their pre-war level, but those in Japan and 
the United Kingdom, remained below their pre-war level. As a result, the 
efficiency wages in Japan, more than doubled the level existing before the 
war; those in the United Kingdom, became 80% above and on the contrary, 
those in the United States, were 20% below their pre-war level, owing to the 
fact that real wages increased almost in the same proportion in each country. 

The efficiency wage index of the post-war years, shows that the com- 
petitive power of Japanese cotton industry, became inferior to that of the 
United States, although somewhat above to that in the United Kingdom. 
Thus, Fujii indicates, that if efficiency is taken into consideration, there is 
not much difference between the efficiency rewards of Japan, the United 
States and the United Kingdom, even if the absolute level of wages in 
Japan is much lower than those of other countries. 

It is certain that the money wages in Japan still remain at their low 
level, in contrast to the high money wages in the United States and the 
United Kingdom. But, this is due to the over-populated structure and post- 
war weakening of the national economy of Japan. We can conclude, 
therefore, that if we consider the structure of the Japanese national economy 
and especially the reduction of the productivity of labour, and the considera- 
ble increase of real wages, we might say that the low, absolute level of 
wages in Japan does not indicate the existence of social dumping, as unfair 
competition. 

In regard to the structural dumping, the following table of domestic 
and export prices, in Japan, as compared with those in the United States 
and the United Kingdom will show the inflationary disequilibrium in Japan. 


JAPAN wUzs: Oak: 
domestic export d.p. e. Dp. d.p. e€. Dp. 
price price 
1949 100 100 100 100 100 100 
1950 118 87 104 97 114 105 
1951 164 136 116 111 139 123 
1952 167 127 113 110 141 130 


Sources: U.N. Monthly Bulletin of Statistics. Base year is converted from 1948 to 1949, in 
which year, the single rate of exchange was fixed in Japan. 
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In the United States, the domestic wholesale and export prices, took very 
similar changes and there is no marked divergence between the two price 
indexes. In Japan, both prices moved quite differently and differed from 
each other, especially in the years 1951 and 1952. In 1952, the wholesale 
price went up, but export price sunk considerably. In England, the domestic 
price became higher in 1952, only accompanying a similar export price, 
while the domestic price in the United States, became lower in that year, 
accompanied by a lower export price. In 1952, Japanese exports were 
dwindling, owing to the high domestic price and import restrictions of foreign 
countries which worsened the balance of payments in Japan. 

Thus, there appeared a spurious dumping, forced by the deeply rooted 
structural disequilibrium in the Japanese economy. Japan is now trying to 
overcome her unbalanced economy through the deflationary policy, which 
is, however, quite doubtful that it may attain success. Furthermore, ex- 
change depreciation cannot be easily introduced to cure the situation. 
Perhaps Japanese exports will, owing to the structural necessity, continue 
in appearance their price discrimination. But, this spurious dumping might 
be permitted for a while during which, Japan can gradually correct her 
economic structure, distorted through the war. 

Fair competition means, a competition of economic or productive effi- 


ciency but, does not signify the destruction of a weak country by a strong 


one in the world economy. Japan has only attained now, the 35% export 
level of the pre-war years and is struggling for an existence, only allowed 
about 20 years ago. 


In these circumstances, Japanese dumping, so to speak, might be — 


regarded not as an unfair method of competition but, as. fairly acceptable 
in a world economy of co-existence and co-prosperity. 


ON THE SOVIET CONCEPT OF NATIONAL INCOME 


By SHicETo TSuRU 


Professor, The Institute of Economic Research 


In the economic literature of the past century or more, the concept of 
national income has been used by various economists for three distinctly 
different purposes. The first, which is probably the oldest use, is to identify 
the magnitude of national income with that of economic welfare. This 
strain, which can be traced back to Adam Smith, was most fully developed 
by Pigou in his classical work, The Economics of Welfare. The second use, 
which is closely allied to the first in many of the authors, is to regard 
national income as the source out of which various income shares arise. 
The equivalent term ‘‘national dividend” best fits this use. The third 
strain, which is comparatively recent, makes use of the concept of national 
income for aggregative economic analysis frequently designed for application 
to economic and fiscal policies. 

It is quite natural that even within the camp of non-Marxian eco- 
nomics the precise operational definition of the concept of national income 
will differ according to the particular use for which it is designed. For 
example, the famous Fisher-Pigou controversy whether national income 
consisted solely of services as received by ultimate consumers or not was ger- 
mane to the use of the concept as a measure of economic welfare and is 
rather irrelevant to the other two uses. Again, it is widely recognized that 
for certain analytical purposes related to short term economic policies the 
gross national product concept is much more useful that the net. It is 
quite important, therefore, that whenever we make a critical appraisal of 
an operational definition of national income we take into account the 
specific purpose for which it is designed. 

In the camp of Marxian economics, the concept of national income 
dates back to Marx himself; and the use to which it has been put has 
largely been limited to the second strain mentioned above, namely national 
income as the distributable net income of the whole nation. In Marx’s 
own words, “‘ viewing the income of the whole society, the national income 
consists of wages plus profit plus rents.”' In a more recent formulation, 
John Eaton, a Marxist economist, states that ‘‘the national income is the 


1 K. Marx, Capital, Vol. 3, p. 979. 
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sum of newly produced commodities, the total net social product, the new 
values created in a given period of time, say, a year.”* On appearance, © 
these definitions do not seem to differ very much from the ordinary one 
widely used in the modern economic literature. But the point of funda- 
mental difference lies in the concept of ‘‘ production.” When Eaton speaks © 
of ‘‘newly produced commodities”, he is using the word “produced” 
in the restricted Marxian sense, that is, “as circumscribed by the 

Marxian concept of ‘‘ productive work.” And “productive work” is 

defined as work in the sphere of material production, that is, the direct 

harnessing by man of the goods of nature, ‘‘a process in which both man 

and nature participate, and in which man of his own accord starts, regulates, 

and controls the material reactions between himself and nature.”* This does 

not necessarily mean that the result of productive work has to be embodied 

in material objects. But clearly excluded from the category of “‘ productive 

work” are such service-works as the fighting services, the police, the 

ordinary government services, health services, education, finance, culture, 

and science. In fact, however, Marx’s definition of ‘‘ productive work” is 

further complicated by another strain which was developed by Marx especially 

in his Theories of Surplus Value. There, he defines ‘‘ productive labor” as 

“that labor which produces capital,” or again, agreeing with Adam Smith, 

“that labor which exchanges directly for capital” in contrast with “‘ unpro- 

ductive labor” which ‘‘does not exchange with capital but directly with 

revenue.”* This strain leads to another formulation by Eaton, meant to be 

specifically relevant to the capitalist society, that ‘‘the distinguishing mark 

of productive labor is the fact of producing values and, more particularly, 

surplus values.”®> Thus Eaton finally comes to the definition of national 

income which reads: 

National income can only be the new values produced and embodied 
in the commodities available for the community’s use. These new 
values equal the sum of total wages of productive workers plus total 
surplus value (v-+s in the Marxian formula). The surplus after pay- 
ment for wages is the sum total available for rent, interest, profit, for 
accumulation, for commercial services and other ‘‘overheads” of the 
capitalist mode of production, for the armed forces and other non-pro- 
ductive expenditures by the State.°® 
Although on finer theoretical points there have been a great deal of 

discussion on the exact formulation of the Marxian concept of national in- 
come, the Eaton’s definition above is a sufficiently representative one 
* J. Eaton, Political Economy, cam edition) 1952, p. 165. 
Pa Marx, Capital, Vol. 1, p. 158. 
Ke: Marx, Theorien tiber den Mehrwert, Bd.I. p. 258, 
(A History of Economic Theories, tr. by T Merl 1952, p. 198). 


5 Eaton, i cit... -p.. 157. 
® Ibid., p. 168. 
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among Marxists on which they would agree so far as the basic aspect of 
the problem is concerned. Thus the statistical side of the national income 
discussion among Marxists has been mainly concerned with the problem of 
ascertaining a measure of the rate of surplus value, or the ratio between the 
total of surplus value and that of wage payments. If, however, one’s 
interest lies in the statistical estimation of the rate of surplus value, it is 
usually much more conveniently done in terms of manufacturing census 
statistics than with reference to the ordinary national income statistics. In 
fact, most of the Marxist economists who have attempted to calculate the 
rate of surplus value for various countries have made use only of manu- 
facturing census statistics and did not bother with the matter of scrutiniz- 
ing the so-called ‘‘ bourgeois” national income statistics. Until this scruti- 
nizing were done, it would be difficult to put one’s fingers exactly on the 
operational difference of the definition of national income in the two 
camps. Fortunately, this gap is now filled by the appearance of an article 
by A. Palytsef’ who subjects the Department of Commerce estimate of 
national income to a thoroughgoing Marxist critique thus enabling us to 
obtain a much more concrete understanding of Marxist methodology on this 
question than heretofore possible. The present essay is an attempt to ex- 
amine the Palytsef article with a view to bringing into relief the specific 
points of difference between his (i.e., Marxist) approach with the one cur- 
rently used in the western world. 


I 


The task which Palytsef sets upon himself is to obtain the theoretically 
correct figures of national income from Marxist point of view out of the 
raw material provided by the Survey of Current Business, July 1953. For 
this purpose, he takes, common with most national income specialists in the 
western world, the three angles of approach, i. e., production, income dis- 
tribution, and expenditure. And since only what is produced can be dis- 
tributed as income and only what is distributed as income can be expended, 
it is assumed, as a matter of definition, that the magnitude of national in- 
come is identical from whichever angle it is approached. This is a point 
of great importance whose significance will become clearer in later page. 

In barest outline, Palytsef’s method of approach is first to take the 
Department of Commerce figure of gross national product (which is 286.8 
billion dollars for 1950, for example), to subtract from it those items 
which from Marxist point of view do not constitute a part of net national 


* Tlanbues: ‘‘ Bompochl TeopH HallMOHaNIbHOrO Woxoma KalluTanucTHyeckoro obulectBa’’ Bompocsi 
SxonomuKH, Hos6pa 1953. (A. Palytsef, ‘‘ Problems of national income theory in capitalist 
societies ’’, Problems of Economics, November 1953). 
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product, and then to obtain the figure of 213.2 billion dollars for 1950 as_ 
the correct magnitude. The figure, obtained from the production angle, 
becomes subsequently the controlling figure for the two other angles. 
Next comes the income distribution angle where the income of “‘ productive 
labor” is first estimated separately out of the Department of Commerce — 
figure of ‘‘personal income” (226.7 billion dollars for 1950). Here the 
restrictive definition of ‘‘ productive labor” comes into play and only 57.8 
billions out of 226.7 billion dollars of ‘‘ personal income” are regarded as 
accruing to ‘‘productive labor.” Once this magnitude is ascertained, the 
difference between this and the 213.2 billions of net national product is 
imputed entirely to recipients of surplus value, thus giving rise to the rate 
of surplus value of 268.9%. Finally, the expenditure angle is discussed to 
show how the same total of 213.2 billion dollars is expended on such items 
as consumption, accumlation and the defense purposes. 


(1) The Production Angle: In spite of the importance which Palytsef 
attaches to the total figure, his method of calculation is relatively simple. 
He takes the GNP as the starting point and subtracts from it what he 
considers to be not a part of the ‘‘correct” net national product. Table 1 ~ 
summarizes his procedure for 1950. Major corrections, as can be seen in the 


Table 1 
Consumption Private Govern- Net 
domestic ment foreign Total 


investment | purchases | investment 


GNP O22 42.0 aa 286.8 


Palytsef 34.0 V7 La5 213.2 


(Unit: billion dollars) 


Table, refer to consumption of services, private domestic investment and 
government purchases of good and services. Of these, the correction for 
private domestic investment is not very important, inasmuch as it is a 
matter of changing the ‘‘gross” figure into the ‘“‘net,” and is a common 
practice in the ‘bourgeois’? economics also. The only difference, which 
is rather immaterial, is the inclusion by Palytsef of ‘‘capital outlays 
charged to current expense” as a part of net domestic investment, whereas 
the common practice is to regard it as comprised in capital consumption 
allowances. 

Consumption of services is reduced by a flat rate of 55 percent on the 
ground that “‘approximately 45 percent of it can be regarded as akin to 
physical expenditure.” How Palytsef arrived at this coefficient is not 
made clear, but the assumption seems to be that in so far as service con- 
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sumption involves the use of physical goods, as for example the shampoo 
service requires the use of soap, these must be counted as equivalent to 
what he calls “‘ physical expenditure,” and that the percentage which they 
occupy in the total of service consumption is ‘‘approximately 45 percent.” 

Government purchases of goods and services, which amount to 42 bil- 
lion dollars in GNP figure, are reduced to 17.7 billions according to a 
simple criterion of including only the net purchases from private business, 
i.e., new construction plus other purchases from private business minus sale 
of surplus commodities. Finally, the correction on the figure of net for- 
eign investment can be explained by the fact that Palytsef takes only ‘‘ the 
net receipts in the commodity trade and the shipping freight services” as 
constituting ‘‘net foreign investment.” 

Thus he arrives at the total figure of 213.2 billion dollars as the ‘‘cor 
rect’? measure of net national product of the United States in 1950. Al- 
though actually this is the way he calculates the net national product, this 
apparently is a short-cut method in the light of his theoretical requirements. 
For GNP is, after all, the expenditure components of the total production, 
and Palytsef himself defines in another place what constitutes ‘‘the total 
social products” in terms of sectors of production. According to him, 

What participate in the formation of national income under capitalist 
society are all those sectors of production which contribute to creating 
the total social product. Namely, (1) agriculture (including forestry), 
(2) extractive industries (including the gathering of useful scraps and 
the immediate processing), (3) manufacturing (including repair works), 
(4) construction, (5) transportation and communications (of which only 
that part is included which is concerned with the transportation of 
goods and men and the transmitting of information that are useful in 
the direct production process), (6) the part of commerce and restaurant 
services which can be regarded as the continuation of the production 
process (such as packing, sorting, the normal storing of commodities, 
etc.). ; 

Theoretically speaking, Y(v+s), or the total of wage payments plus 
surplus values, of these sectors would add up to the net national product 
in the Marxian sense. And it should not be very difficult to separate out 
these sectors from the statistics of “‘national income by industrial origin” 
as given in the Survey of Current Business. Table 2 summarizes these sta- 
tistics for 1950. 


Maples 2 
Agriculture, forestry, and fisheries 17,384 
Mining 5,202 
Contract construction 11,962 
Manufacturing 74,800 


Wholesale and retail trade 43) 555 
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Finance, insurance, and real estate 20,964 
Transportation 13,291 
Communications and public utilities 7,241 
Services 22,328 
Government and government enterprises 23,360 
Rest of the world 545 

L GUD sod ueusedoectierdsckcaras ep eusmere eee eras 240,632 


(Unit: million dollars) ~ 


The total is smaller than the GNP roughly by the amount of capi- 
tal consumption allowances and indirect taxes. If we examine these sectors 
one by one in the light of the Marxian theoretical criteria as specified by 
Palytsef, we ourselves can easily eliminate certain sectors as not producing 
any new values. Such, for example, will be the case with “finance, 
insurance, and real estate,” ‘“‘services,”® and ‘‘ government and government 
enterprise,”® which add up to 66.6 billion dollars. According to the specifica- 
tion of ‘‘the total social products” quoted from Palytsef above, we have 
to subtract further that part of ‘‘ wholesale and retail trade,” ‘‘ transporta- 
tion,” and ‘‘communications and public utilities” which cannot be con- 
sidered as the continuation of the production process. It is not clear how 
we can do this operationally; but so far as the so-called ‘‘net circulation 
cost” (which stands for the cost involved in the metamorphoses of value 
forms) is concerned, Palytsef calculates it in another part of his article as 
amounting to 27.9 billion dollars. Jf we add this to the previously calcu- 
lated total of subtracting items, namely 66.6 billon dollars, we must say 
that at least 94.5 billions out of 240.6 billions of ‘“‘national income by 
industrial origin” do not comprise the net national product in the Marxian 
sense. If this is the case, the total of S(v+s) comes at most to 146.1 
billion dollars, and even taking into account the indirect taxes which 
amount to 22.8 billions, we find that this total is wide apart from the 
original figure of 213.2 billions calculated from the GNP. It is difficult to 
see how Palytsef actually reconciles this difference. 


Il 


(2) The Income Distribution Angle: Once Palytsef establishes the fact 
that the ‘‘correct” net national product of the United States amounted to 
213.2 billion dollars in 1950, the major problem he is concernd with is to 


® According to Grachof (®. Ipasés, Bypxya3upie ‘teopua’ HallHOHayIbHOro Woxoma Ha cmyK6e 
MMMepHamH3mMa, Bompocb! OxoHomuKH, No. 4, 1953), there are certain services by intelligentsia 
which contribute to the sectors of physical production that have to be included in the category 
of producing new values. Eaton (op. cit.) also seems to take the similar position. 

* In so far as government enterprises are engaged in physical production, their net product 
has to be included in the net national product even in the Marxian sense. 
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examine how this total is divided between opposing classes, the ruling and 
the ruled. For this purpose he has to calculate, first, what is called ‘‘ the 
necessary products of productive workers,” or what amounts to the same 
thing, the sum of variable capital, Sv. He calculates this from the 
statistics of ‘“‘personal income” given in the Survey of Current Business 
as rearranged in Table 3 in the manner amenable to Palytsef’s methodolo- 
gy. The total is 226.7 billion dollars, which of course do not include the 
undistributed profit of corporations (13.6 billions), and from which he singles 
out what he calls ‘‘necessary products to be imputed to productive workers 
in the process of production” in accordance with theoretical requirements 
as follows: 


Table 3 
Circulation 
Physical 
produc- Sranadane Services | Gov’t | Total 
Coa Berets Trade | Total 
cation 
Wages & Salaries 63.5 14.0 2S alles otOwtla 2.0 ill ono 
Supplement to 
wages & salaries 4.0 1.0 1.0 2.0 0.7 ee 7.9 
Agriculture 
Forestry, & 13.6 
¢ | Fisheries 
aS] 
Retail trade 9.8 
io) 
| Others 4.9 2.0 
Total 18.5 11.8 7.9 Grole 
Rental income : 8.5 
Dividends & 19.6 
interest : 
Transfer income 15.1 
Contributions to 29 
social security ’ 
Total (226.7) 


(Unit: billion dollars) 


* Figures in brackets are after adjustment for inventory valuation. 
The total is given only in this form. 
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(a) The total of wage payments in agriculture, manufacturing, con-) 
struction, and transportation and communications (in so far as they contri- 
bute to commodity production). # 

(b) One-tenth of salary payments in the above sectors. 
(c) One-fifth of wage payments in the sector of wholesale and retail | 
trade. ii 
(d) One-tenth of income of retail traders. (It is assumed that the 
average per-capita income of retail traders is twice as large as that of 
wage-earners in that sector). 

(e) 35 percent of non-corporate income in agriculture as comprising the 
income of the agricultural working class. 

After enumerating these rules of thumb, Palytsef gives only the final 
result of calculation, which is 67.4 billion dollars for 1950. In attempting 
to trace the process of calculation from Table 3, we face no difficulty so | 
far as the items (d) and (e) are concerned. We simply apply the designated | 
percentage of ten and thirty-five respectively to income figures of retail 
traders and agricultural proprietors as given in Table 3, and obtain the 
sum of 5.8 billions for the items (d) and (e). The remainder, namely 61.6 
billions, are accounted for by the items (a), (b), and (c). But here we are 
confronted with one difficulty which Palytsef apparently has solved some-— 
how but does not make clear how he has done it. That is the separation © 
of wages from salaries, which the Department of Commerce statistics do not 
give. On inspection it appears that Palytsef applied some uniform coef- 
ficient to the total of ‘‘ wages and salaries” in order to obtain the amount 
of wage payments. On this assumption it is possible to calculate this 
implied coefficient on the basis of the figures in Table 3 and the Palytsef’s 
sum of 61.6 billion dollars.1? It is most probable that he has taken two- 
thirds of ‘‘ wages and salaries” as imputable to wages on the ground that 
three-fourths of employees in the sectors concerned are wage-earners™ and 
that the per capita wage income is one half of that of salary income. 

It is quite interesting to compare the rules of thumb applied here with 
the specifications for obtaining the ‘‘correct” measure of net national 
product discussed in the previous section. Such comparison is made in~ 
Table 4. We find that there are certain minor inconsistencies between the 
two treatments. For example, when viewed from the income distribution 


Tf we designate by x the ratio between wages payments to the total of wages and salaries, 
(1—x) will stand for the ratio between salary payments to the total of wages and salaries. And 
we can write the following equation by making use of the figures in Table 3 and Palytsef’s 
rules of thumb: 

(lex) 


(63.5-+4.0+14.0+1.0){ 3+ 7 }427.3+1.0)3=61.6 | 


Solving for x, we obtain 66.7 %. 

1 In 1952, for example, against the total number of employees in manufacturing of 16,600,000, — 
the wage-earners on average during the year numbered approximately 13,000,000, which is 
about three-fourths. 
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| angle, sectors of ‘‘transportations” and ‘“‘public utilities’ are treated on 
‘the equal footing with such sectors as ‘‘mining” and ‘‘ manufacturing,” 
but this is not the case when viewed from the production angle. Again, 
we probably should not ignore the income of small proprietors in the 
sectors of ‘‘manufacturing’”’ when we are counting the income of produc- 
tive workers, inasmuch as Palytsef includes 35 percent of agricultural pro- 
porietors’ income in this category. If we recalculate the net national 
product in the light of the rules of thumb for income distribution angle, 
thus assuming that the whole of “‘transportation” and ‘“‘ communications 
and public utilities’ are ‘““productive” and that one-fifth of income originat- 
ing in “‘wholesale and retail trade’ should be considered as such, the size 
of S(v+s) comes to be 138.6 billion dollars as indicated at the bottom of 
Table 4 and not as high as 213.2 billions which Palytsef gives. Again it 
is difficult to see how this original figure of 213.2 billions, derived from 
the GNP, can be justified in the light of further elucidation developed from 
the income distribution angle. 


Table 4 
Treatment ee Income of productive workers 
in : 
National : ) 
Product | Wages | Salaries aS eee ots Hires ee 
% % % % % 
Agriculture, forestries, 100 100 10 35 0 
and fisheries 
Mining 100 100 10 0 (0) 
Contract construction 100 100 10 0 
Manufacturing 100 100 10 0 0 
Wholesale trade \ 0 0 
artiall \ 20 

Retail trade e ai 10 (0) 
Finance, insurance, 
and real estate 0 8 0 0 0 
Transportation partially 100 10 0 0 
Communications and . 
public utilities Partially | 100 10 0 : 
Services 0 0 0 0 0 
Government and _ 0 0 0 0 0 
government enterprises 
Rest of the world 0 0 0 0 0 
Total income 

(billion $) 138.6 58.9 2.7 5.8 0 


a ——————— 
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In order to arrive at the final figure of ‘‘the necessary products” of 
productive workers as defined in the Marxian terminology, it is necessary 


to deduct from the 67.4 billions total obtained above the amount of direct 


taxes paid by these workers. Palytsef estimates this amount to be 9.6 billion 
dollars out of the total direct individual taxes of approximately 20 billions. 
When we consider 67.4 billions occupy about 30 percent of the total indivi- 
dual income, this imputation appears to be slightly exaggerated. But it is 
quite possible that he imputed-a part of the direct corporate taxes to the 
burden borne by productive workers. At any rate, subtracting this 9.6 bil- 
lions tax from 67.4 billions, we finally arrive at the measure of “‘the neces- 
sary products,” namely 57.8 billion dollars. Palytsef takes this figure to 
represent the sum of variable capital paid to productive workers who 
produce new values to the amout of 213.2 billion dollars. Thus the amount 
of surplus value turns out to be 155.4 billion dollars and the rate of sur- 
plus value 268.9 percent (155.4/57.8). How the total surplus value of 155.4 
billions is distributed among capitalists and other non-productive members of 
the society is not made clear by him. But it is at least certain that the 
so-called ‘‘secondary distribution” (income paid out of revenue) is not our 
concern; and the total of surplus value produced has to be distributed in 
the first instance among (a) industrial profit, (b) commercial profit, (c) net 
circulation cost, (d) interests, and (e) rent. If this is the case, it will be 
rather difficult to exhaust the total surplus value of 155.4 billion dollars 
among these destinations. 


- 


IV 


(3) The Expenditure Angle: The third angle from which Palytsef 
discusses national income is that of expenditure, that is to say, how the 
total of 213.2 billion dollars is expended towards different destinations. In 
the light of how he calculated this original figure from GNP, one might 
suppose that the answer would be simply that 


Consumption 160.0 billion dollars 
(of which,by productive workers) (57.8 W W) 
Accumulation 34.0 “i y 
Government purchases Re Oh? y 
Net foreign investment 15 y y 
T Olli cusenc tontae eee ane et cece eee eee PAIR v ” 


However, Palytsef has an entirely different answer aside from the amount 
of consumption by productive workers which has to be equal to the total 
of variable capital, namely, 57.8 billion dollars. He starts out with a 
general remark that the new values created within a given year will be 
destined towards the following six ‘‘funds”: 
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(a) Consumption fund for the working population 

(b) Consumption fund for the exploiting class 

(c) Fund for capitalistic accumulation 

(d) Net circulation cost and losses 

(e) Fund for military expenditures 

(f{) The net receipts in the commodity trade and the 

shipping freight services 
Since the first item in this list is assumed to be equivalent to the total of 
variable capital, the remaining five have to come out of the surplus value, 
or 155.4 billion dollars. Of these Palytsef calculates independently the last 
four items and then gives us “‘the consumption fund for the exploiting 
class’ as the residual. It is especially interesting to recount the manner in 
which he estimates the following three: 

The Fund for Capitalistic Accumulation: In estimating this from the 
expenditure angle, he apparently adds, to the previously calculated net 
private investment of 34.0 billions, the governmental construction other 
than military ones, and obtains the figure of 38.9 billion dollars. 
Net Circulation Cost and Losses: ‘The basis for estimating this peculiar- 
ly Marxist category is ‘‘to take the wages!? of commercial workers 
other than the one-fifth which was included in the necessary product, 
add the total wage payments in the sector of financial establishments, 
and then add 14 percent of the foregoing total as the current material 
cost in these sectors.” Thus Palytsef obtains the figure of 27.9 billion 
dollars. 

The Fund for Military Expenditures: In estimating this item, Palytsef 

makes use of another publication by the Department of Commerce, 

Markets after the Defense Expansion, 1952, where the government pur- 

chases for military purposes including services are given. He adds fur- 

ther various payments for veterans to arrive at the total fund for 
military expenditures, 25.4 billion dollars.% 

These independent estimates, together with ‘‘the net receipts in the 
commodity trade and shipping services” which are here estimated to be 1.2 
billion dollars, will total 93.4 billions; and the difference between this sum 
and total surplus value, namely, 62.0 billions, is taken to cover ‘‘ the con- 
sumption fund for the exploiting class.” Table 5 summarizes these figures 
in comparison with Palytsef’s original calculation from the GNP. 


‘ 


1 Here he speaks of ‘‘ wages,’’ but earlier when he was enumerating the items for the neces- 
sary products he used the expression which could be translated as ‘‘ wages and salaries.’’ If 
we take the expression here literally to mean wages only, the amount of ‘‘net circulation cost 
and losses’’ will become much smaller than the figure given by him. 

18 Adding various payments for veterans (4.2 billions) to the figure of military expenditures 
given in Markets after the Defense Expansion (18.5 billions), we get 23.3 billion dollars and 
not the amount indicated by Palytsef. : 
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Table 5 
Estimates from 
Production angle Expenditure angle 
Consumption by: 
Productive workers si 57.8 
Exploiting class ; 62.0 
Total 160.0 119.8 
Net circulation cost, etc. 27.9 
Accumulation, private 34.0 34.0 
Government purchases 
Accumulation 4.9 
Military expenditures 25.4 
Total Vial 30.3. 
Net foreign investment i) 1.2 
Total DINGY? PAN? 


(Unit: billion dollars) 


Generally speaking, it is not difficult to explain the kind of discrepan- 
cies evident in this Table. Let us assume, for example, a simplified case 
where there is, aside from the value producing sectors, a single branch of 
consumption service which caters to capitalists. In this case, capitalists 
would spend a part of their income on this service which is not included 
in the net national product in the Marxian sense. In enumerating the items 
from the expenditure angle, either we have to include such expenditure on 
service by capitalists, or to track down the expenditure by service workers 
on material goods and count these as a part of net national expenditure. 
If we choose the former methed, it will be quite natural that the total of 
material consumption goods from the production angle will not be equal to 
the total of similar goods from the expenditure angle. If we choose the 
latter method, intermediary categories will disappear and it should be pos- 
sible to get the identical breakdown in the two approaches. What Palytsef 
has done here seems to be a mixture of the two methods. And this makes 
it rather difficult to interpret the result consistently. If should of course be 
possible to draw up an aggregative input-output table indicating productive 
and non-productive sectors explicitly ——a kind of table from which any 
one of the Palytsef’s sets of figures could be extracted without any danger 
of misinterpretation. 
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In many ways Palytsef’s article leaves much to be desired as I have 
indicated in passing above. But at the same time it marks a definite step 
forward in that the confronting of the Marxist concept of national income 
with the detailed ‘“bourgeois” national income statistics was here attempted 
for the first time. In this way we can be certain that the points of theo- 
retical difference between the two camps as regards national income will 
become operationally explicit and thus unnecessary mutual groping on con- 
ceptual matters can be gradually eliminated." 


™ Tt was after I had completed this article that I had an access to Helmut Koziolek’s Zur 
Marsxistisch-Leninistischen Theorie des Nationaleinkommens, Diskussionsbeitrége zu Wirt- 
schaftsfragen, Heft 9, 1953. I regret that I could not take into consideration his discussion of 
the subject which throws further light on the Marxist theory of national income. 


MAXIMIZING PRINCIPLE AND ONE METHOD OF 
CONSISTENT DETERMINATION OF INPUT 
COEFFICIENTS. OF LEONTIEF SYSTEM 


By -IsAMU YAMADA 


Professor, The Institute of Economic Research 


I. Introduction 


Leontief system of input-output analysis deserves to be studied as one | 
of the most interesting problems of economic theory and econometrics in 
the sense that it deals with the statistical application of the Walrasion 
economic equilibrium theory, although its theoretical scheme is rather 
simple. Quite recently in Japan the studies in this line have been much in 
vogue among younger scholars and the government. 

The present writer tries to find out a theoretical ground, both for the - 
substitutional relationships between the factors of production the problems 
of which were discussed by N. Georgescu-Roegen,? P. A. Samuelson* and 
others, and for the consistent numerical determination of input coefficients 
with the production function itself. At the same time he introduces the 
maximization principle in this system,‘ which could attach some meaning 
to the idea that we make use of this system as that of planned economy 
or that of economic prediction. 


Il. A Modified Leontief System 


The original form of Leontief system, 
Lut Kate —Xt +e yw=0, (6=1, 2, --, m), (1) 
where X; is the output of the ith sector and x the input of the jth sector 
distributed from the ith sector, has no term of x, and takes into considera- 


? Both the Economic Council Board and the Department of Commerce and Industry have 
been made Leontief tables, the former commencing the work at the end of 1952 and the latter 
half a year later than the former. 

* N. Georgescu-Roegen, Leontief’s System 6 the Light of Recent Results, The Review of 
Economics and Statistics, Vol. 32, 1950, pp. 

5’ P. A. Samuelson, Abstract of a System jee Substitutability in Open Leontief Models, 
Activity Analysis of "Production and Allocation, New York, 1951, pp. 142—146. 

‘ So far, Samuelson and Klein attempted to introduce maximizing principle into the Leontief 
system. (P. A. Samuelson, ibid. Lawrence R. Klein, On the Interpretation of Professor Leon- 
tief’s System, The Review of Economic Studies, Vol. 20, 1953, pp. 131—136). 
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tion the net output X; which is the difference between the gross output Y; 
and the diagonal element «;;. Now we introduce «;; into the system, and 
furthermore relax the condition that the output is always equal to the input 
in each row. Let S;’ be the balance of the ith sector carried from the 


previous period and S;/’ the balance of the ith sector carried to the next 
period. Then we get 


cee atest ( Ygt-93) Xe) oy!’ (6= 1, 2, 2° Me | (2) 
Now we put S;//—S;/=S;, then we can write (2) as 
Big ba et ( Yi — 2s) 2 — eS: (41, 2,.°°°, 2). (3) 


Owing to the modification of (3), the original form of the Leontief 
system, ; 


Py xi + Pettsg+e2s— me Fides *+P,X%in=0, (=1, ike n), (4 ) 


gets revision as follows: 

—Pitn—PiXe— a a eta ee gg) P,Min=Ti, (= 1,2, .0%,%), ( 5) 
where P; is the price of the output of the ith sector and z; the economic 
surplus of the ith sector. The economic surplus of the business sector is, 
needless to say, equivalent to the profit of that sector, while that of the 
household sector, the mth sector, is the difference between income and ex- 
penditure. Entrepreneur doubtlessly tries to maximize his economic surplus, 
while consumer cannot be thought to do so, because the latter tries to 
maximize utility as the theory of consumption shows. Nevertheless, so far 
as we treat the household sector as an endogenous one, we assume con- 
sumer tries to find out the maximum surplus as the first approximation. 
Moreover, it is rather reasonable to assume so in the statistical construction 
of the Leontief system because we cannot objectively calculate utility at the 
present stage of the consumer’s theory. 

Next we consider the production function. Instead of the limitation- 
al function, we introduce Cobb-Douglas type of production function, 

VA garg ae 59? +++ 75, (s=1, 2 ip n), (6) 
as the substitutional one. In (6), A; and b;; are parameters of the above 
production function respectively. 

The input coefficient i is given as follows: 


Mas oY; eee bd — eee : 
mA Ox. X3’ , t= yN; j=l, Z , 1M). (7) 
Now we maximize z; in (5) in respect of x;;. The result is, 
‘Oer Ps : 
ONG; ee ’ (= Se fal, oy"; n). (8) 


In this case we treat P; and 5; as parameters. Combining (7) and (8), we get® 


’ The present writer attempted to introduce maximizing principle independently of Prof’s 
Samuelson’s and Klein’s. The result is, however, just the same as Klein’s in respect of ©). 
(cf. Isamu Yamada, Leontief System and Production Function, The Economic Review, Vol. 


No. 3, July 1952, written in Japanese. L. R. Klein, A Textbook of Econometrics, lesb 
1953, pp. 201—211.) 
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y big= oo (i=1, a; sey Ns j=l, ey Grd n). (9) } 
The above set-up of equations plays an important rdle in the numerical 
determination of the input coefficients, as we shall show later.: 

Some words must be added to (9) in this connection. The denominator 
P;Y; and the numerator P;x;; are respectively the actual numbers appeared 
in the Leontief table, and it is more worthwhile. to mention that such in- 
put coefficients are compatible with those of the production function (6). 

We have now completely constructed our modified Leontief system. 
The number of unknowns are » X;’s(t=1,2,°++,m) and n? x;,;’s(t, 7=1, 2, ++, m), 
while the number of equations are m in (3) and m? in (9). As we explained 
above, P;, S; and b;; are all given as parameters. 


Ill. Aggregation of Sectors and 
Maximization of Surplus 


What relation exists between the maximization of surpluses of separate 
sectors and that of aggregated sector? This problem itself belongs in 
general to the ‘‘Problem of Aggregation,” but in this section we are to 
discuss it in a specific way suitable for the Leontief system. 

Let the sectors to be aggregated be those from the mth to the sth, 
and let this aggregated sector call the rth. Now we divide this aggrega-_ 
tion problem into two. 

A. The rth sector. 

The production functions from the mth to the sth sector are as follows: 


bm1 bmm bms bmn 
V Ant mi mm ins Hmm ’ 
UN ASSET EOE Rs tbc lst Onteds (10) 
bs1 bsm bss bsn 
Yi=A,% ; 8h om Xs X sn 
Let the production function of the rth sector, the aggregated one, be 
bri brr brn q 
ue =A,x, Ly Ly : (11) 7 
Now we assume the following relations: 4 
Va el ee (12) 
ye [Rem ee YY, G=1,m—1,s+1,~ 0), (3) 
Pb sd IE Cian assole (oie bape A (14) 


where * is a parameter and a=1/(PmYmt-:-+P.Y;). We further assume 


KmiFlm+1iX% mt1,i— 1 siX siy 


Xmm=lm,m4+1%m,m+1— =" = sXe; (15) 
then we get 
bow aT PN Pe iin od a 


Pa V gt they s 


, (t=1,-+-,m—1,s+1,---,n), 
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b 0 PaYmte +b PY. 
ian Peet mat" lols : 
where b!=Dinmtes? +s; b!/=dDem++*? + Deas 
The maximizing condition of the surpluses of the separate sectors is 
given by (9), then we put this condition into b in the right-hand side of 
(16), 


(16) 


bei 1a Ey mh wT 
‘ LEAs oe i gl ae ae 
b — PX mmr? TPs tt! FP m% emt" + Pst ss (17) 
i Pet ate lg ; 
are obtained. The above equations (17) are nothing but the maximizing 
conditions of the surplus of the aggregated sector. Accordingly, the maxi- 
mizing condition of the separate sectors are compatible with those of the 
aggregated sector, so far as we admit the assumptions from (12) to (15). 
B. The other sectors except the rth. 
The production functions of the other sectors before aggregation are 
as follows: 


VA gig ee aig oe te ig ee tin, ($= 1,--°,m—1,s+1,--,n). (18) 
After aggregation, however, they take the forms of 

DG. Fis ha a a (19) 
In this case we also assume (13), and adding to it, we further assume 

Xim=TVi,m+iXi,mti—°**=VisXisy (20) 
then we get 


ree (Dim+** +bis) PY; oye te F 
bip= PY; =Dim+ +Dis, ry (21) 
Making use of (9), we finally get 
=e Pinvimt +P His 
bip= BY; . (22) 
The above equation also shows the maximizing conditions of the surpluses 
of the other sectors after aggregation. 


IV. Fitting of Statistical Data 
— Leontief’s Method — 


We take, for example, three sectors, business, households and the 
others in the Leontief system. Symbolically, we get the following table. 
In this table, ¥P;x”;; means the sum over all items except j=1. Accord- 
ingly, AP sig Pati t Pais. AP 525 and SP3%3; are the sums over all items 


except j=2 and j=3 respectively. Using these symbols, Leontief’s method 
of determining the numerical values of the input coefficients is as follows: 
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Table 1 
Mee Business }“Households| Others Total 
Business Pyx91 Py%31 PX, 
Households} Periz | | Paws, | P2X2 
Others P3143 P3293 P3X3 
Total SP 515 SP 5425 SP 535 
EP Ti ger ke ee Fee 
aT PEG ae P;X; DP 5455 i DP 355 : (23) 
vic vic 
The determinant of solving X; in the original Leontief system is 
—A,B,8 G24 G31 
aig —A2B28 G32 =D(8)=0. (24) 
ai3 G23 —A;B;8 


Putting A;=1 and S=1 in the above determinant, 


Di G1 31 
Q12 feat af d32 | =0, (25) 
a3 G23 =D; 


is obtained. Now we substitute (23) into (25), we get 


ewe Py%91 PyX31 
ee ee mene —X, Xo 4% 
P2512 mt P, Xo Piss WP PLP ip “i 
2 Piet oP ates 2P i833 ~~ apr X12 —Xz 4X32 |=0, (26) 
P3213 P 3X93 P;X3 X13 a3 —Xz 
SP 541; 2 P 593 SP343; 


where AP itig= a, oP B and 2P ij 7- The original form of the pro- 
duction function of Leontief is, however, as follows: 
X54;Bi 


diy assuming A;=1 and f=1. 
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It will be clear that the above contradicts (23) in principle.® 


V. Determination of Input Coefficients 
by our Modified System 


We can symbolically arrange our modified system in section 2 in the 
following way. 


Table 2 
Business | Households | Others Total 
Business Pryx44 Py%94 Py231 Pi(%4—-}) 
Households} Poai9 Poio9 Poi039 Po(Vo—Ss) 
Others P3213 P3693 P3%33 P3(Y3—Ss3) 
Total DP iH 1% SP; % 25 SP 343; 


It is in general difficult in the Leontief table where all items are writ- 
ten in money value that we separate price or quantity from this money 
value. Needless to say, we can get price index or quantity index from the 
ordinary statistical data, but these indices are not suitable for the analyses, 
because the Leontief table deals with the absolute level of money value, 
instead of the relative one. 

As we have pointed out, the equation 
a8 (i=1, a3 Os Ly j= 1, 2 nee 9 n), (9) 
shows that the input coefficients are expressed in money value, although they 
are to be the physical ratios by (7). This fact must be mentioned when we 
numerically calculate them-from the Leontief table. 

Adding to this, we supplement one annotation. Substituting (9) into 
(3), we derive 


b= 


® Respecting the analysis of the 1939 American economy, Professor Leontief changed his 
systems as follows: 
yg — gg FXG Km =F nis 
% 4 5=0;5Xi, 
(@=1, Z; see, Ms j=l, 2; FES» mM), 
while as to the analyses of 1919 and 1929 American economy he used such systems as: 
yet Hag — Xe te +n =0, 
toe Gy gai 
435= A,B; 
(cf. Wassily W. Leontief, The Structure of American Economy 2nd ed., 1951). Although these 
two systems are slightly different, the methods of estimating the input coefficients are just the 
game. 


, G=1, 2, sets Ny j=, 2, ET n), 
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—by YP, — bag V2P2— 90 + (1 bee) VPs — bn Vn Pa= SP, 
(i=1, 2, wey n). (27) 
From this set-up of equations, we can solve Y;, so far as we treat FP; as | 
a parameter. The latter cannot, however, get any meaning if we can deter- | 
mine its value previously from the other statistical data than the informa- | 
tion of the Leontief table, as we showed earlier, Nevertheless, if we solve | 
Y;P; instead of Y;, we can get out of such a difficulty, and we do not meet | 
any troubles when we construct a new Leontief table after equilibrium. 
Some words must be further added to 5S; As we have defined in sec- | 
tion 2, S; consists of the balance carried from the previous period, Sj’, and | 
the balance carried to the next period, S/’. Among these two balances, it || 
is appropriate to regard S;/ as a parameter, while it seems to be reasonable } 
to take S;// as an endogenous sector. Then we can rewrite (27) as 
— by YP) — bag V2P2— +++ + (1 — bit) VePi— +++ bt Vn P= — Si! Pi 
((=1, 2, +++, m). (28) 
If we put 5;/=0 in the above equation, it becomes a simultaneous linear 
homogeneous equation. In this case, the following condition must be held. 


=4=0. (29) 


— Dia en ns Dt Dias 
It is very easy to prove (29). Putting bj in (9) into (29), 


(oe PiX11 Py% 1 PrX m1 
yy P,Y2 PrYn 
Poity, ok Poito9 Prine 
PY, P2Y2 PaYn 
PrX1n peu Pr&Xen et P Xan 
Ieee PY: Pr¥n 
ME aa Boehm ae o2l —~Xns 
ie 1 — Hiab Y2—*s—ang Ye—2ee —Xne 0 
VirerVpn | stn oe eeaeeeenenscenssceerseresccesesens ’ 
Tig See go ae —KXon °*° VY n—Xan 


Accordingly, (29) is always valid in our modified system. Putting Y,P,=1, 
VPS, (1,2, 5m) (30) 
11 
where 4,, and J4,; are co-factors of J. 
Let us take the 1939 table of American economy which is compiled by — 
Prof. Leontief. In this case we aggregate all sectors into three: business, 
households and the others. 
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Table 3 
Business | Households | Others Total 
Business 65,860 47,990 23,570 137,420 
Households} 46,187 31,591 14,852 92,630 
Others 26,068 11,949 2,407 40,424 
j Total 138,115 91,530 40,829 270,474 
(Units: million dollars) 
First of all, we shall estimate the values of the input coefficients by 
(9). The result is tabulated as follows. 
. 
| Table 4 
F Pippen > Business Households Others 
by = ba= b= 
wine kag een =0.4793 Foren =0.5181 ar =0.5831 
| bi2= boa= b32= 
siassenolds CHD) =0.3361 eon =0.3410 tie =0.3674 
by3= bo3= bs3= 
wel eb sah agg = 0-1897 “ap gp 70-1290 “Reg =0-0595 


In the calculation of b;; in the table above, we assume $;/=0. 
get the equilibrium values of Y;P; by solving (28) after the substitution of 
bj; of table 4 in this equation. 
ees te —0.0740,. Ys°P,=0,2941, 
where Y;° is the equilibrium value of Y;. 


Then, we 


Finally, we compile the results as shown in Table 5, after determining 
the inputs (in terms of money value) by (9). It must be remembered, in 
this connection, that all inputs and outputs are represented in the relative 
value when we take Y,°P,;=1, because in this case (28) becomes simultan- 
eous linear homogeneous equations. 
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Table 5 
Business | Households | Others Total 
Business 0.4793 0.3492 0.1715 1 
Households 0.3361 0.2298 _ 0,1081 0.6740 
Others 0.1897 0.0869 0.0175 0.2941 
Total 1.0051 0.6659 0.2971 1.9681 


VI. Maximizing Principle And Economic Planning 


The réles the Leontief analysis plays can be divided into three. It is 
clear, firstly, that the analysis is of use historically to describe the structure 
of economy more analytically than any other methods, so far as a statis- 
tical inquiry is concerned. Secondly, the analysis deserves to be mentioned 
as one and the most rigid scheme of economic planning. Thirdly, it may 
be used as a system of economic prediction. The first rdle need not be 
explained here. Let us now consider the other two. 

Then, what relations maximizing principle holds in the Leontief system 
when we make use of it as an economic planning scheme? Among the 
parameters of our system, prices must be chosen as parameters of planning, 
while input coefficients, although they are parameters in our system, are 
not so important from the viewpoint of planning technique, because they 
only have technical implications. Now, entrepreneurs and households will 
try microeconomically to find out their maximum economic surpluses under 
the given prices which the planning authorities will control. What results 
will be expected, then, under these conditions? It seems reasonable in this 
case to introduce maximizing principle into the Leontief system. Our 
modified Leontief system will satisfy these conditions. At the same time, 
moreover, economic prediction will be equivalent to looking for the same ~ 
conditions if prices are predetermined. 

Let us consider the original Leontief system where maximizing prin- 
ciple is ruled out and take it for planning scheme. We must control, in 
this case, not only prices but both inputs and outputs which are obtained 
after solving this system. 

Adding to this, the equation 

Ky — Kai H(Vi— Fu) — HHS, (G=1, 2, -°°, 2) (3) 
involves S$; which consists of S;/ and S;/’, as we have shown above. It is 
natural to regard S;/ as a parameter, as we have also made clear. With 
regard to S;//, we may treat it as a planning parameter, or as an endogenous 
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sector, which is, then, brought into the left-hand side of the equation. In 
the former case, we can decrease the degree of planning more than the 
original Leontief system also. 


COMMERCIAL LAW PROVISIONS 
AND ACCOUNTING FOR CAPITAL STOCK 


By Kartcutro BAMBA 


Assistant Professor of Accounting 


I Revised Provisions Concerning Capital Stock 
in Commercial Law 


The present Commercial Law of Japan as amended on May 10, 1950 
and June 8, 1951 and enforced on July 1, 1951 provides a new system of 
corporate capital stock. The system reflects considerable revisions made to 
the old one. The revisions were necessitated by many changes in social and 
economic situations after World War II. The major revisions can be 
itemized as below: 

(a) The provision has been established which permits the issue of stock 
at the discretion of the board of directors, as authorized in the 
articles of incorporation. 

(b) A system of issuing no-par-value stock has been introduced. 

(c) A system of issuing redeemable stock has been introduced. 

(d) The issue of convertible stock at the time of incorporation has been 
authorized. Under the previous law the issue of convertible stock 
was approved only after incorporation. 

(e) A system of stock dividends has been introduced. 

(f) It has been provided that the board of directors by its resolution 
may transfer legal reserves to stated capital, with or without the 
issue of new shares. 

The main reason for these revisions is to facilitate raising funds by 

stock corporations. This will be discussed in detail hereinafter : 

1. A deferred payment system of stock subscriptions was prohibited by 
the revision of Commercial Law on July 12, 1948. Should the shares of 
stock corporation be issued on a deferred payment plan and should a subse- 
quent call be made for payments of part or the whole of the balance unpaid, 
there may arise great difficulties in raising fund by calling due to the cash 
position of individual shareholders or due to the stagnant business condition 
of the corporation requesting payment. Furthermore, malicious fraud in 
stock subscriptions (misappropriation of money subscribed for capital stock) 


* Other revisions include that the stock split-up by resolution of the board of directors has 
been made possible; that the minimum par value of par-value stock has been increased to 
¥500. These subjects are not discussed in this treatise. 
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may not rarely be committed by taking advantage of the deferred payment 
program.’ 

The deferred payment plan having such defects, its abolition had been 
advocated and this practice had ceased long before the 1948 revision of the 
Commericial Law. As a matter of fact, the common practice was to com- 
plete payment at the time.of subscription. Therefore, the provision of Law 
permitting the deferred payment was discontinued in the 1948 revision. 

The discontinuance of this provision was carried out with the intention 
of introducing into our country the U.S.A. system of ‘‘authorized capital 
stock” or the British system of ‘‘authorized share capital”. Formerly the 
board of directors used to raise funds whenever necessary by means of 
collecting the balance remaining unpaid on the stock. Where the foregoing 
method is impracticable, the board of directors must have the right to raise 
funds from time to time by the timely issue of a part of stocks authorized 
but not -yet issued. When the board of directors has no such right, there 
is no other means but. to hold a special meeting of shareholders to resolve 
on an additional issue of shares and to be authorized their immediate full 
issue, whenever it is necessary to raise capital. As this procedure takes 
much time, the suitable moment for raising capital may be lost and as it 
requires a shareholders meeting, a considerable amount of incidental expenses 
may be incurred. Accordingly, the system of authorizing the board of 
directors to issue capital stock unissued was considered absolutely necessary 
and adopted in the 1950 revision of Commercial Law. 

In regard to the number of shares authorized, main features of the 
provisions of Commercial Law are that at least one-fourth of the number 
of shares authorized must be issued at the time of incorporation of a 
corporation (§ 166, Commercial Law of Japan); and that in case a special 
meeting of shareholders resolves upon the increase of the number of shares 
authorized, the total of authorized shares after this increase shall not exceed 
four times the number of shares which have already been issued at the 
time immediately before the increase (§ 347). These are intended to prevent 
excessive authorization. 

2. While the preliminary investigation committee on Commercial Law 
revision was studying the introduction of the system ‘‘authorized capital 
stock” into Commercial Law, there was expressed a view that ‘‘no-par-value 
stock” should also be authorized in order. to facilitate raising capital. The 
above view is based on an argument that in case the market price of corpo- 
rations’ par-value common stock is lower than its face value, it is impracti- 


* For instance, a swindler induces ignorant people to buy stock, par-value ¥ 50.00,-at one-fourth 
of the value, or ¥ 12.50. They purchase the shares without the knowledge of their obligation 
to pay the balance ¥ 37.50, as shareholders. The swindler, eventually, requests them to pay the 
balance. The shareholders may not agree to pay, but the swindler, taking legal procedure, 
compels them to discharge their obligation.. Thus, he pockets not only the first subscription but 
also the subsequent payments. : : 
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cable for the corporation to issue new shares of the common stock; that if 
the stock does not bear a par-value, the issuance of common stock is made 
possible and the raising of capital thereby becomes feasible; that therefore 
no-par-value stock should be introduced into the Commercial Law. Those 
who objected to the introduction of no-par-value stock held the opinion that 
the issue of par-value stock at a discount was better than the issue of no- 
par-value stock.’ 

Prior to the enactment of the Companies Act, 1948, of England, the 
Report of the Committee on Company Law Amendment was released. The 
report specifically says that the Committee withheld its recommendations 
for adopting no-par-value shares, as the following abstract reads (the Cohen 
Report, 1945, p. 12): 

“For many years in the United States of America there has been a 
practice of issuing shares which have no par value, a practice which...... 
companies registered in this country are not permitted to follow. It has 
been suggested to us that we should recommend that shares of no-par-value 
should be permitted, at least in the case of public companies...... The advocates 
of shares of no par value recognise that if their issue were permitted, 
numerous safeguards would be necessary to prevent abuse, for example, 
provisions as to the price at which the shares might be issued and as to the 
extent to which the money received by the company in payment for the 
shares might be treated as a distributable surplus, not as capital, and used 
ACcOrdin given sere While there is, in our view, much logic in the arguments 
put forward in favour of shares of no par value, there is little public demand 
for, and considerable opposition to, the proposal. We have also had some 
evidence that in practice this class of share has given an opportunity to the 
unscrupulous to manipulate accounts which could be defeated only by a series 
of elaborate provisions the substantial effect of which would be to re-introduce 
a capital account and, with it, most of those same complications which the 
no par value share was designed to avoid. Nor would the proposal bring 
any of the other major subjects of our enquiry nearer to solution. We 
therefore refrain from recommending any change in this matter.” 

In accordance with the foregoing view, the 1948 Act of England did not 
adopt no-par-value shares. 

As stated in the Cohen Report, many had pointed out the defects of 
no-par-value shares. Nevertheless, our Commercial Law has eventually intro- 
duced no-par-value stock in lieu of adopting the discount issue of stock: 
Those concerned with the revision of the Commercial Law apparently recog- 


* Heretofore, where it was impossible to issue common stocks, the only method of raising 
capital was to issue preferred stock. However, needless to say, it is best to have common stock 
available for immediate issuance under any circumstances. This may be achieved either by the 
issue of par-value stock at a discount or by the issue of no-par-value stock. 

* One of the reasons for not adopting no-par-value shares may be found in the fact that the 
English Companies Act has a system of stock issue at a discount. 
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nized the merits of an American system; Some of them might have thought 
that the introduction of capital from the U.S.A. could be facilitated by 
the revision of our Commercial Law after the American pattern as possible 
as the Japanese conditions may permit. 

It goes without saying that in adopting no-par-value stock various 
restrictions are provided to prevent abuses which may arise. Main restric- 
tions are: (i) Regarding the issuance of no-par-value stock in the case of 
incorporation, the minimum issue price per share shall be prescribed in 
the articles of incorporation. The aggregate amount of the minimum issue 
price of shares issued shall be shown as stated capital in corporations’ 
accounts. (ii) As a rule the aggregate amount of actual issue price of no- 
par-value stock issued shall be designated as stated capital in corporations’ 
accounts provided that a sum not exceeding one-fourth of this amount may 
be shown as paid-in surplus. Accordingly in the case of incorporation the 
stated capital of no-par-value stocks issued shall be not less than either the 
aggregate amount of minimum issue price or three-fourths of the aggregate 
amount of actual issue price of stocks issued, whichever is the larger. How 
much may be regarded as paid-in surplus under the restriction of the Law 
shall be prescribed by the articles of incorporation or by a resolution of the 
board of directors (or with the unanimous consent of the incorporators at 
the time of incorporation). (iii) Paid-in surplus may be appropriated only 
for the indemnification of earned surplus deficit or its transfer to stated 
capital. (iv) Shareholders who may suffer a disadvantage due to the issuance 
of shares at an inequitable price may demand the injunction against the stock 
issue. ‘Those who have subscribed for the shares at an inequitable price will 
be put under an obligation to pay the difference between the equitable and 
inequitable prices. 

3. For corporations redeemable stock is an expedient to raise provisional 
capital. For shareholders it is similar to corporate bonds but is a more favora- 
ble investment. Capital stock of this nature has long been adopted by U.S. 
A. and Great Britain as redeemable preferred stock or redeemable preference 
share respectively. This has also been introduced into our Commercial Law 
by the 1950 revision. In Japan redeemable stock is not confined to preferred 
stock. Redemption must be provided for out of earned surplus available 
to dividends (§ 222). 

4. Under the revision of the Commercial Law in 1938, convertible 
stock has been authorized by introducing an U.S.A. system. Convertible 
stock may be either preferred stock or common stock as in the U.S.A. 
According to the provisions of the Commercial Law prior to the 1950 revision, 
corporations were not allowed to issue convertible stock except in the case 
of a subsequent issue of new shares after their incorporation. Under the 
present Commercial Law, corporations may issue convertible stock even at 
the time of incorporation as in U.S.A. This is an improvement from the 
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viewpoint of facilitating the raising of funds. 

5. A stock dividend is the new system adopted in the current Com- 
mercial Law. As this system, unlike cash dividend from earned surplus, does 
not cause the flow of money, corporations can retain cash earnings in the 
business. In this sense the stock dividend system contributes to the corpo- 
rations’ financing. Since in our country a general meeting of shareholders 
is empowered to decide cash dividends, stock dividends must also be decided 
by a general meeting of shareholders... The board of directors holds no rights 
on this matter. Since the stock dividend system compels the shareholders 
to subscribe for new shares instead of permitting them the option to take cash 
and therefore induces_a lack of current cash income on their investment, 
the stock dividend declaration requires a careful consideration decision by a 
general meeting of shareholders. Thereupon the Commercial Law prescribes 
that the declaration of stock dividends should be made through a special 
resolution of a general meeting of shareholders (§ 293-2). Stock dividends 
will be paid out of current earnings. Of course, it is also possible to transfer 
a part of past appropriated earned surplus to earned surplus unappropriated 
and thereby pay stock dividends. Even before the enforcement of the present 
Commercial Law when a general meeting of shareholders resolved on earned 
surplus dividends and the increase of stated capital simultaneously, the same 
purpose as stock dividends was attained by issuing fully-paid new shares in 
lieu of paying cash and thereby increasing stated capital. In this case, 
however, whether to subscribe for new shares or to receive cash was left to 
the option of shareholders. The shareholders could get dividends in cash 
instead of subscribing for new shares. According to the stock dividend 
system under the present Commercial Law, as aforesaid, no shareholder can 
make option to demand dividends in cash. 

6. The revised Commercial Law authorizes ‘‘the transfer of legal 
reserves to stated capital” by resolution of the board of directors. It provides 
that in transfering legal reserves to stated capital corporations may or may 
not issue new shares in return. Under the Commercial Law legal reserves 
are divided into legal capital surplus (or capital reserves as refered to in the 
Commercial Law) and legal earned surplus reserves. The transfer of legal 
reserves with the issue of new shares, irrespective of capital reserves or 
earned surplus reserves, is not considered as stock dividend under the Com- 
mercial Law. As aforestated, stock dividend means the transfer of earned 
surplus unappropriated to stated capital with issue of new shares by special 
resolution of a general meeting of shareholders. Other surplus than legal 
reserves may also be transferred to stated capital with or without issue of 
new shares, only if a general meeting of shareholders resolves it.° However, 


® An instance of this is the transfer of revaluation reserves to stated capital based on the Law 
Regarding the Transfer of Revaluation Reserves to Stated Capital (Promulgated on April 19, 
1951). 
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this means neither stock dividends nor ‘‘the transfer of reserves to stated 
capital” as provided in the Commercial Law. 


Il. Authorization of Stock Issue 


According to the Commercial Law, it is not necessary to decide whether 
the authorized shares to be issued after incorporation should be of par-value 
or of no-par-value, nor to provide this in the articles of incorporation. 
Therefore, the amount of the authorized capital stock is not predeterminable. 
Incidentally, it is impossible to record the authorization of stock issue in 
money-value. If the corporation intends to issue only par-value stocks and 
this fact is mentioned in the articles of incorporation, the amount of the 
authorization will be predeterminable and may be recorded. Also where the 
number of no-par-value stocks and that of par-value stocks is designated 
separately in the articles of incorporation, at least a part of the authorization, 
namely the amount of the authorized par-value stock, may be predetermined 
and recorded. However, the view that, under the Commercial Law the 
capital stock authorization being merely that of the number of shares, the 
recording of authorization in money-value should not be made, even if it is 
possible, is strongly supported by many students of Commercial Law. There 
is a considerable difference in view between the American authors and the 
Japanese law students. The former hold that the monetary recording of 
authorization in corporations’ accounts, where it is possible, is the better 
practice, while the latter refute it. There are, of course, a few in the 
U.S. A. who support the omission of monetary recording of authorization or 
who contend that at least in the case of no-par-value stock it is undesirable 
to carry out the monetary recording of authorization. 

There is a practice in the United States whereby the authorization of 
no-par-value stock is recorded at a stated value per share, multiplied by the 
number of shares. However, as the no-par-value stock legalized by Japanese 
Commercial Law consists only of the true no-par-value (viz. the no-par- 
value stock with no stated value per share), it is out of the question that 
the corporation should or should not make an entry, with a stated value 
per share, of authorization of its no-par-value stock. 

Therefore, in Japan, only a memorandum entry is made of authorization 
in the corporations’ accounts and in the financial statements, indicating the 
number of shares authorized and unissued without money-value. 


II. Par-Value, Paid-In Value and Legal Capital 


It is obvious that the total par-value of par-value stocks when it is 
issued becomes legal capital of the corporation and that excluding the 
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amount determined as paid-in surplus by the resolution of all incorporators 
or the board of directors the total issue price of no-par-value stocks when 
issued becomes legal capital (as aforesaid, the determination of paid in 
subjected to the restrictions imposed upon by Commercial Law). At the 
time of stock issue, such amounts may be called legal capital. However, 
when the transfers are subsequently made from legal reserves or from other 
surplus to stated capital without new stock issite, legal capital of par-value 
stock will no more be equivalent to the total par-value of stock issued; nor 
legal capital of no-par-value stock will be equivalent to the total issue price 
excluding the paid-in surplus. 

Although in Article 284-2 of the Commercial Law it is provided that 
the total par value of issued par-value stock and the total issue price of issued 
no-par-value stock of which paid-in surplus is deducted shall be legal 
capital, it is admitted by students of Commercial Law that this provision 
refers to the principle at the time of stock issue and after that time there 
may arise some exceptions, as in the case mentioned above, to this principle. 
In case redeemable shares are redeemed (under the Law, redemption shall 
be effected out of earned surplus available for dividends) another exception 
than the above will occur according to the prevailing interpretation that in 
case of redemption legal capital remains unchanged and undiminished in 
spite of the reduction in the number of shares. The same can be said where 
shares other than redeemable ones are retired out of earned surplus available 
for dividends (§ 212). - 

It is generally acknowledged that on no-par-value stock legal capital 
may, according to the legal procedure, be either increased or decreased 
regardless of the number of shares. In view of the introduction of the no- 
par-value stock and the flexibility of its legal capital, there is no reason 
why legal capital of par-value stock should be constantly fixed at the total 
par value of the stock. Inasmuch as the no-par-value stock and par-value 
stock are both common, there should be no substantial distinction between 
them and one share of the former equals one share of the latter. Since no- 
par-value stock has been legalized, par-value stock should also be treated in a 
similar manner in regard to legal capital. It is permissible therefore that 
legal capital of the par-value stock issued is more or less than its total par 
value. This is the basic view of students of Commercial Law concerning 
the relationship between shares of capital stock and legal capital. 

According to their view, with regard to par-value stock, it has been 
made possible even to reduce the legal capital without changing the par-value 
or the number of shares issued, with the exception that in case of reducing 
legal capital accompanied by refunding of capital, it is necessary to decrease 
simultaneously the legal capital and the number of shares or the par-value 
(for otherwise, capital refunding will be just the same as admitting the issue 
of par-value stock at a discount which practice is prohibited under the 
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resent Commercial Law). 

In the previous Commercial Law, it was absolutely obligatory that the 
egal capital should be equal in amount to the total par value of stock 
ssued; the legal capital should be determined at a fixed amount per share 
nultiplied by the number of shares issued. This was laid down in the said 
aw by wording that legal capital shall be divided into stocks. By adopting 
10-par-value stock, it has become imperative to eliminate this principle. 
Legal capital is no more divisible into stocks, because no-par-value stock 
nas no given par-value or fixed amount whereby legal capital is deter 
mined. This is expressed by students of Commercial Law as ‘‘alienation 
of the relationship between legal capital and stock”. This expression does 
not disapprove the existence of a relationship between capital and stock in 
the sense that legal capital per share can be calculated even on no-par-value 
stock, but it implies that the principle ‘“‘legal capital is stated at a con- 
stantly fixed amount per share’’ is lost. 

It is interesting to learn that the interpretation of the legal students 
tends to intensify the flexibility between the legal capital and shares by 
assuming par-value stock as a kind of no-par-value stock. 

It is contended by the students of Commercial Law that, when transfers 
of legal reserves to stated capital stock are made without issuing new stock, 
legal capital resulting from such transfers should be separately shown from 
that of stock issued. In other words, the contention is that the legal capital 
of stock issued should be entered in ‘‘capital stock issued” a/c, and the 
legal capital transferred without new stock issue should be entered in ‘‘ capital 
stock transferred” a/c. In case a corporation issues both preferred and 
common stock and makes a transfer without new stock issue, the foregoing 
method of entry seems to be appropriate. However some accountants do 
not approve the method on the ground that even in the above case, pro- 
visional entry of the transfer can be made to ‘‘common capital stock issued” 
a/c. They say that if the provisionally transferred amount is subsequently 
decided to be re-transferred to —‘‘preferred capital stock issued”? a/c or if 
the preferred stock equivalent to the provisionally transferred amount is 
decided to be issued and carried out, then it suffices to transfer the amount 
entered in “‘common capital stock issued” a/c to ‘‘ preferred capital stock 
issued” a/c. 

To be brief, in case a corporation who issues both par-value common 
stock and no-par-value common stock keeps separate capital stock accounts 
for each of them and makes the transfers of reserves without issuing new 
stock, entries of such transfers can be made either to stated capital account 
of par-value stock or to that of no-par-value stock instead of capital stock 
transferred account. In connection with the above accounting problem a 
fundamental question may arise as to whether or not a separate legal capital 
account and a separate paid-in surplus account shall be kept for par-value 
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and no-par-value stocks, both “‘common”, issued by a corporation. Abiding 
by the strict Issue Equity Theory, separate accounts should be kept respec- 
tively. However, if the no-par-value stock and the par-value stock are in 
the same class, either common or preferred, and if they are considered 
identical in substance, it may be permissible to make joint entries for both 
stocks in a stated capital a/c and in a paid-in surplus a/c. For instance, | 
assuming that 1,000 shares of no-par-value common stock (the issue-price 
¥40 per share: of which threefourths is stated capital) are issued one year 
after 1,000 shares of ¥50 par-value common stock (the issue-price ¥60 per 
share) were issued, the following two entries made to a stated capital a/c 
and a paid-in surplus a/c show 80,000 in the former account and ¥ 20,000 
in the latter account in which stated capital averages 40 per share and 
paid-in surplus averages ¥10 per share. 


- Stated capital Paid-in surplus 


a 


Par-value common stock (1,000 shares) ¥50,000 ¥ 10,000 

No-par-value common stock (1,000 shares) 30,000 10,000 ' 

Total common stock (2,000 shares) 80,000 ¥ 20,000 . 
7 


It is not contradictory to the interpretation of the Commercial Law of 
Japan to say that the stated capital of ¥50 par-value common stock is ¥40 
per share. Therefore, it is possible for Japanese corporations to make the 
entry of the legal capital of par-value stock and no-par-value stock, both of 
the same class, in one capital stock account. The prevailing Issue Equity 
Theory (not the strict Issue Equity Theory) seems to emphasize that both 
capital stock and paid-in surplus should be separated only by different classes 
of stocks rather than by the difference of classes as well as the difference 
of par-value and no-par-value in one class. Accordingly, insofar as capital 
stocks are of the same class, the consolidation of the stated capital of par- 
value stock and no-par-value stock and that of the paid-in surplus of the 
respective stocks may be reconcilable with the method of accounting based 
on Issue Equity Theory. The accountants who uphold this approach would 
keep one capital stock account for par and no-par for a corporation who 
issues common stock only (the issuance of common stock only is the custom- 
ary practice followed by the majority of Japanese corporations). They will 
just make entries for the transfers of reserves without the issue of new stock 
by crediting to ‘‘capital stock common” a/c, instead of making entry by 
setting up a special account such as “‘capital stock transferred”.® 


® Uuder the Commercial Law of Japan, there is no necessity to classify the paid-in acre 
according to the classes of stocks or their distinction between par-value and no-par-value. Paid- 
in surplus is used only for making up earned surplus deficit or transferring it to stated cai 

(§ 129). It cannot be charged with losses arising either from acquisition and resale or 
redemption, retirement and cancellation of the corporation’s own stock. Therefore, only as to 
stated capital there arises a question whether to make classification according to the classes of 
stock or the distinction between par-value and no-par-value. 
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IV. Redemption, Retirement or Cancellation of Shares and 
Immutability of Stated Capital 


Redemption or Retirement of shares accompanies in general the reduction 

i stated capital. However, many students of Commercial Law hold the 
ew that stated capital should not be reduced, when retirement of capital 

k out of earned surplus available for dividends and redemption of 

eemable shares out of earned surplus available for dividends are carried 

under the provisions of the articles of incorporation. 

According to the English Companies Act (§ 58), when the redemption 


be reduced and a sum equal to the nominal amount (par value) of the 
ares redeemed be transferred from profits (earned surplus) to the capital 
emption reserve fund (a kind of capital reserve) where the redemption are 
‘accomplished otherwise than out of the proceeds of a fresh issue. 
| There is sufficient ground for stating that as retirement of shares out of 
‘earned surplus or redemption of redeemable stock out of earned surplus is a 
Stock retirement or cancellation, not subject to the provisions for reducing 
capital stock (§ 375 et seq., Commercial Law of Japan), stated capital 
‘should not be reduced. The “‘alienation of the relationship between legal 
capital and shares” gives a good reason for the immutability of stated capital. 
However, there is an argument raised by accountants against this. They 
insist on the reduction of stated capital in the above cases, abiding by the 
View based on the provisions of English Act or other data. 
When convertible stock is converted it is possible that the number of 
changes. In case the number of shares decreases, so long as the stock 
mverted and new stock issued are of the same par-value shares, the legal 
Capital should be reduced in general. But even in this case, a widely 
pted view based on our Commercial Law is that the capital reduction 
Id not be allowed. Holding to this view, also in case of the stock 
‘conversion stated capital must be maintained unchanged. 
When a reverse split or a consolidation of stock is made, the number 
‘of share will decrease. Under Japanese Commercial Law the stock consoli- 
‘dation is generally authorized only in the case of capital reduction. The 
‘same law does not provide for the consolidation of shares without reducing 
‘the capital. However, Article 10 of the revised Commercial Law Enforce- 
ment Regulations (Cabinet Order) provides for a stock consolidation without 
reducing capital only for the purpose of increasing the par value of shares 
less than ¥500 (for the consolidation to this end special resolution of the 
peoncrst meeting of shareholders is required). A stock consolidation other 
than those just mentioned is interpreted to be also permissible, in so far as 
it is carried out by a special resolution of the general meeting of shareholders. 


70 THE ANNALS OF THE HITOTSUBASHI ACADEMY [October 


In such a consolidation the number of shares decreases without the re- 
duction of legal capital. 

Ordinary retirement of capital stock (differenciated from aforesaid re- 
demption or retirement) cannot be made without reducing the legal capital 
(§ 212). However, it is not required that by retirement and cancellation 
of par-value stock the stated capital should be reduced to the extent of the 
total par value of the stock retired and caficelled. The said reduction of 
stated capital may be more or less than the total par value of the retired 
and cancelled stock. 

In case of the redemption, retirement and cancellation of shares, there 
is an argument as to whether the number of unissued shares should increase 
to the extent of the reduction in the number of issued shares. Some argue 
that in the case of redemption of redeemable stock the number of unissued 
shares will not increase. It is also argued that this is the case of the 
retirement of shares out of earned surplus and of the conversion of con- 
vertible stocks. Others interpret that in such cases the number of unissued 
shares will increase.’ 

When the retirement of shares not out of earned surplus or the con- 
solidation of shares is carried out for the reduction of capital does the number 
of unissued share increase? Or, does it not? Many students of Commercial 
Law take a negative view in our country, contrary to the interpretation 
generally adopted in the United States.® 


< 


V. Conversion of Convertible Stock and Stock Dividends 


The Commercial Law of Japan lays down that the issue price of con- 
vertible shares shall be the issue price of new shares to be issued by such 
conversion (§ 222-3). ; 

Therefore, the conversion wherein the legal capital of new shares exceeds 
the total issue price of converted shares is impossible (because it will cause 
the issue of capital stock at a discount).° 

Also the conversion wherein the legal capital of new shares is less than’ 


™ The Companies Act, 1948 of England provides that the authorized capital share will not 
be ruduced by the redemption of redeemable shares (§ 58); it prescribes that after such redemp- 
tion of shares they will become unissued capital and may be reissued. 

* If the shares retired is not turned into unissued shares, the number of authorized shares 
should be reduced accordingly. Otherwise, there may be some authorized shares not classified 
either as issued or as unissued shares. The retirement of shares, however, does not unconditionally 
lead to a reduction in the number of shares authorized. In reducing the number of authorized 
shares, there is no other means but to revise the articles of incorporation. Against this 
contention, there is a view that the reduction of the number of issued shares by means of stock 
retirement, redemption and the like necessarily brings about the reduction of the number of 
authorized shares without resorting to the revision of the articles of incorporation. 

* For instance, such conversion as three shares of common stock ¥50 par-value against two 
shares of convertible preferred stock ¥50 par-value and issue price ¥50. 
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that of converted shares is impossible (as it will induce capital reduction).'° 
There is the possibility that such stipulations concerning the issue price will 
prevent recording in accounts the issue of new shares at a fair market value. 

In the case of stock dividends, the Commercial Law requires incorpo- 
ration in stated capital at the total of the issue price of dividend shares as 
decided by a general meeting of shareholders and requires the fixing of 
the issue price of a par-value dividend share at its par value (§ 293-2). 
Owing to this provision, the creation of paid-in surplus by issuing no-par- 
value dividend shares is not authorized and the issue of par-value stock at 
a fair market value is not recognized. 


10 For instance, such conversion as two shares of common stock ¥50 par-value against three 
shares of convertible preferred stock ¥50 par-value and issue price ¥60. Under the Commercial 
Law of Japan, par-value of all shares issued by a corporation should be uniform in amount 
irrespective of the class of shares, 


JAPANESE GUILDS 


By TAKESHI TOYODA 


Professor of Economic History 


In the feudal age of any country, merchants and manufacturers formed 
in many cases trade associations in order to monopolize their business and 
to make regulations among themselves. Such a trade association was called 
‘“‘ouild” or ‘‘Zunft” in medieval Europe, while in China it is supposed to 
correspond to ko (community) in the reigns of Tang and Sang dynasties and 
Kaikan (guild hall) (4288) or Kosho (Zit) in the reigns of Ming and Ching © 
dynasties. In this country, it is thought to be identical with an organization 
known as za (PE) or Kabunakama (FRE). In detailed investigation, we 
found, however, many differences between them and in order to clarify the 
peculiarity of each of thetn, the author first intends to outline the character- 
istics of za and kabunakama, which are the correspondents in this country 
of European guilds. 


I. The early feudal society and the formation of za 


a) Formation of za 

Za was a definite social group, which was formed through the early 
feudal age in the 12th, 14th and 15th centuries not only by men of industry 
and commerce, but also by men of every profession. In general, 2a belonged 
to manorial lords such as shrines, temples and court nobles (kuge) and it 
was under their protection by paying some customs to the lords. 

Although there are many diverse opinions as to the origin of za, it is 
most reasonable to imagine that it originated from a group of people which 
occupied a certain place reserved for them on such occasions as festivals of 
shrines, memorial services of temples and the special rites of the royal house 
hold. Those who were seated at the place on these occasions took part in 
some events and for this made together some special works and contributions. 
In return, the members of za enjoyed protection and special privilege granted 
to them. These za which later on became active in industry and commerce 
are thought to have originated either from such service-groups, or branched 
off from them. 

Then, when and how were these service-groups formed? By the dis- 
Organization of the ancient society, the shrines and temples and court-nobles 
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in the metropolitan areas who needed their own self-sustaining orgaization 
independent of the state authority began to demand from the leading farmers 
in their respective estate services and subordination to them. The typical 
examples are jinmin [FHA] who belonged to shrines and temples and kugonin 
(#481 .) who belonged to the royal household and supplied food to it. They 
were given a special place on the occasions of the royal ceremonies and 
festivals and memorial services of shrines and temples and granted various 
privileges in return for their services. 

As early as in 1092 in Hatsuse Village in Yamashiro which belonged to 
the Enryakuji temple, there was organized by villagers a za, in which the 
order to seats of the members was definitely determined. The inhabitants 
of Hatsuse Village who had been known as “‘the youngmen of Hatsuse 
(Hatsuse no doji) since early times were in a special relation of service 
with the Enryakuji Temple. It is, therefore, conjectured that this za took 
its rise in the relation to this temple. One of the evidences that za of 
this kind was functioning as a single community playing an active role 
outside the village is the fact that a 2a consisting of monks in Uji-Shirakawa 
played a pantomime at the festival of Yamashiro-Uji-Rikyu in 1153 (3rd 
year of simpei). In fact, a pantomime troupe such as this was formed and 
called za early as at the end of the Hezan period. In the meantime, in 
1183 appeared a za of sake-dealers of the Kango-ji Temple which belonged 
to Wakamiya in Kasuga and in 1145 another one of oil dealers was formed 
at the Daigo-ji Temple. 

The control which the lord so firmly held over za is, therefore, one 
of the characteristics of these early za, whose activities were mainly the 
tendering of various services. In such cases, one who lead the members of 
the za in its labour services was called “‘konokdbe.” The system of konokobe 
may be the remnant of the ancient institution of ‘‘be.” But, there is no 
evidence available to confirm the conjecture. 

A ga of architects in the Kdfukwji Temple, for example had four 
divisions, i.e. Daijoin-za, Ichyoin-za and Kasugasha-za each under the 
leadership of its konokobe. In konza (za of deep blue dyers) of Daijoin, the 
members of za served in turn the lord, namely, Datjoin, with deep blue 
dying usually under the direction of a konokdbe. A za of palanquin bearers 
(Kagokaki no za) in Kyoto served the Emperor carrying his palanquin. It 
has four divisions, each of which was directed by its konokdbe accompanied 
by his assistants called satanin. Although these palanquin bearers were all 
men of industry and commerce in Kyoto, the four divisions did not act as 
a single united association of fellow traders. They were ordered by konokibe 
to gather at a waiting place for them. ‘They contributed some money to 
konokdbe and received from him an identification card for their commission. 
Observing the documents which are kept at the Nanzenji Temple in Kyoto, 
for example, we see that the sake dealers of Kyoto joined a za of the oil 


74 THE ANNALS OF THE HITOTSUBASHI ACADEMY [October 


dealers and the sake dealers belonging to the Hiyoshi-jinja Shrine which was 
the tutelary shrine of the Enryakuji Temple and presented sake and oil to 


the Hiyoshi-jinja Shrine by the order of their konokdbe. At the end of the 
12th century belonged to Wakamiya of Kasuga in Nara another za of sake 
dealers which presented sake and miso to it for the use at the divine service. | 

These organizations were, however, only service-groups subordinate to © 


shrines, temples and court nobles being anything but the independent associ- 


ation of the fellow traders. Since the 13th or 14th century, men of industry 


and commerce who came to join this kind of 2a for their greater freedom 
rapidly increased in number. Jinin and kugonin who constituted 2a also 
came to join this profit-making activities looking for liberty. Thus, those 
who were engaged in the same business having closely related to each other 
for their common interest banded themselves and formed a special za within 
the framework of some existing one. Some of the members left the existing 


za, while some made new one separately. The dealers of koji' who presented | 


sake and miso to Wakamiya of Kasuga in a capacity of 2a members 


belonging to it organized a za of their own and continued their business — 


successfully. It is to be remarked here that this za had the appearance of 


that of sake dealers, but was in fact one organized by koji merchants. After _ 
the civil war in the 14th century, even in the palanquin bearers’ za which — 


was consisting of men of various professions, fellow traders banded themselves 
in some separate za. Among them, a za organized by rice merchants had 
the members of more than sixty. There appeared further a za of textile 
dealers followed by those of iron dealers and bamboo dealers all branching 


off from the za of palanquin bearers. In such a form, our ga can be com-— 


pared with European guilds. In the 14th century, a split took place in many 
ga and there appeared a hon-za (old za) and shin-za (new 2a) out of the 
existing one. In the former, taxes were imposed upon it as a whole, while 


each member of the latter was taxed individually. On the other hand, the 
former had the duty of labour services, while the latter paid their duties in — 
money or merchandises they handled. It is understood that the latter was j 


more independent of the lord’s authority provided with many features closer 


to European guilds. 


b) Organization of za 

This kind of 2a rapidly increased in number since the 14th century 
densely located in such places as Kyoto, and Nara in Kinki district, 
where the economic development had reached a higher stage. In Kyoto, 
for instance, there were in existence more than fourtythree za, among 
which that of palanquin bearers in Kamigyo Shrine and that of cotton 
merchants belonging to the Gion-yashiro in Shimogyd were most remarkable. 
In Yamato, we find more than fiftysix za ranging from very large ones such 


? a kind of yeast 


a 
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as that of oil dealers and that of salt dealers down to small ones such as 
Omi-za. They all belonged to Daijoin of the Kéfukuji Temple. In such 
large town as Omi, Settsu, and Kamakura, za was also seen to be organized. 
From the evidences which show that za was formed in almost all the old 
castle-towns (jokamachi),” it is concluded that ga was formed in general in 
prosperous districts. 

Some za located in rural districts were formed with their centers in the 
bargain market. For example, there were various za belonging to Konatkyo 
in Omi, whose lord was the Enryakuji Temple and Yagi-za of Yamato which 
was engaged in sesame brokerage. In such cases, the organization of the 
villages is not to be identified with that of professional za. Only those who 
paid a certain amount of taxes formed a za, through which they handled 
their goods. The members of such a za were, at any rate, rich farmers 
who sold at the market the goods they produced. Such a za was also 
joined by some brokers from other areas. Therefore, 2a in our history was 
neither identical with the guild of the European medieval age, nor with ko 
(community) in the reign of Tang and Sang dynasties in China. Because 
both are thought to have been organized in urban districts as organizations 
consisting of fellow traders engaed in some business. Considering a theory 
that in Europe the guilds originated from those groups of merchants and 
manufacturers subordinate to manorial lords, is it not possible to compare 
the guilds with our za which were organized in rural districts? 

Along with the development of towns and cities in this country, mer- 
chants and manufacturers and those engaged in the same kind of business 
began to flock together in order to facilitate their business. Such a tendency 
became very remarkable in Kyoto in particular and textile dealers, fish 
and poultry dealers and timber dealers had their own zone in the city and 
there appeared a densely populated zones of za called Machi-za in Shijo. 
They are thought to have originated from a market system in ancient 
Heian-kyo. 

It is interesting to observe that some resemblances are in existence 
between this institution and that of ko (community) in the reign of Tang 
and Swng dynasties in China. 

A za usually consisted of ten members, but some had more than fifty 
members, while some were constituted of only one or two members. They 
are rather small scaled, if we compare them with European guilds which 
were generally consisting of more than a hundred members. But it is 
presumed that the guilds were also of the similar scale in their early stage 
of development. Zatd (head of za ), Otona (alderman) and satanin (assistant) 
were elected in za and assumed the responsiblity of running the za. In 
Yamato, for example, seven otona (aldermen) were leading thirty members 
in a 2a of brazier-makers belonging to Daijoin. In a za of oil dealers, 
eight otona (aldermen) had the right not only to collect annual customs and 
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to control the members, but also to lock out from the business those who 
were not obedient enough. The use of the same titles as those of village — 
leaders such as ‘‘otona” (alderman) and ‘‘toshiyori” is the evidence that 2a 
was not the body under the control from outside but a selfsupporting organi- 
zation acting for its own interest. We have also an evidence to the effect 
that all policies were established in the meeting of members in a za of oil 
dealers in the suburb of Nara and that of paper dealers in Edamura of Omi. 
In Ame-za of Yamato-karu, the annual meeting is thought to have at the 
same time provided neighboring villagers with opportunities of gathering 
together. In short, za whose interest was the bargaining at markets is to 
be regarded as a group consisting of merchants and manufacturers spontane- 
ously formed for the common interest of the members. 

Zato (head of za) and otona (alderman) of a za were in the same social 
status as that of landowners (mydshu) though not so high in villages, while 
in towns and cities rich people such as factors collected annual customs 
being influential in za. The fact that a satanin (assistant) of a za consisting 
of cotton merchants in Gion of Kyoto was also a cotton factor is the 
evidence for an important role he was playing among the members of the 
za, through which he sold cotton at wholesale to his retailers. Consequently, 
these factors gradually accumulated capital as wholesalers, but in the early 
feudal age they were still acting as retailers at the same time. The 
factorship was still in its infancy at the time and could not be organized 
into a ga independent of that of retailers. In fact, farmers were pedlers 
selling their products at bargain markets which were hold on the occasion 
of festivals of shrines and temples, while handicraftsmen in towns and 
cities were at the same time retailers of their products and in both cases 
there was not any motivation to induce the split of a za of sellers from 
that of makers. 


c) Functions of za 

Here we shall be concerned with various functions of za. In the early — 
feudal ages, some form of protection from their manorial lord was in demand 
on the part of merchants and manufacturers, because they were suffering — 
from various obstacles in doing their business including the limitedness of 
their markets. This was of course one of the reasons why they joined a za. 
It is, therefore, regarded as most essential among various requirements for 
za that the right and interest be sufficiently protected securing the mo- 
nopoly of the members. As one of the most important rights and 
privileges, for whose maintenance the protection of the lord is called for, we 
mention a right to monopolize the workshop specialy reserved for them as 
well as that of selling at the market under the protection of their lord. 
As for the monopoly of the workshop, the carpenters of the royal household 
first monoplized all the construction works of shrines and temples, but later 
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the monopoly came into the possession of those carpenters and architects 
who flocked together at large shrines and did not allow others to participate 
in their work. This was also the case of painters and makers of Buddhist 
images. It was also made a custom that 2a of no players and pantomime 
players had an exclusive right to play on the occasion of festivals of the 
temples, to which it belonged. In the festivals of other shrines and temples, 
two or three ea were granted the right to play for the occasion. Even those 
of harpers and courtesans are seen to have had a fixed sphere for their 
monopoly. 

Such protection and maintenance of the rights and privileges for the 
interest of some za was particularly remarkable among those za of mer- 
chants and manufacturers. In the early feudal society which was self- 
sustaining, goods were produced only in rare cases for selling, while demand 
for goods was also very limited. Such being the situation, the only way 
available to small retailers in raising profits was either to make use of the 
price differences in different places, or to avail themselves of a large 
variation of prices. Even in such limited markets, too many rival fellow 
traders would have been lead to bankruptcy. In order to avoid it, they 
joined a ga and prevented outsiders from participating in their business. In 
order to make their monopoly more effective, they needed the authority of 
the manorial lord, who was most influencial in the district. Further, their 
right of monopoly must be authorized by a well-established tradition of the 
za. Infact, a good lineage was most essential in backing up their standing 
in case of any dispute. Thus, the members of a za liked to show off their 
old pedigree usually connected with the royal household. Some members 
of a za of sugar dealers and that of drug dealers even dared to make a 
connection with the Jang dynasty in China in their pedigree. Even some 
seemingly counterfeit documents were presented in case of disputes. 

The monopoly of an area for the exclusive sales was started early in 
the 13th century and in the 14th century there appeared many instances, in 
which the members of .2za punished such monopoly-breakers as side-sellers. 
For example, the members of a za of oil dealers at Oyamazaki seized and 
destroyed the manufacturing equipments belonging to those, who dared to 
deal oil without permission. When the siuation was beyond their control, 
they used to appeal to the lord for his intervention. The sphere of mo- 
nopoly remailed, therefore, within the extension of the influence of the lord. 

These and other related matters are most clearly recognized in an 
agreement concluded about the sphere of influence. According to it, some 
za obtained the right to maintain monopoly over several districts. For 
instance, a 2a of oil dealers at Oyamazaki was granted to make monopoly 
not only all through out the Kinki district except Yamato, but also in all 
the western parts of this country. Such a monopoly in sales had its origin 
in the place for selling at the bargain market, where only those members 
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of the 2a are authorized to deal goods and outsiders were allowed to do so 
only by paying some tax for admission. 

As a result of the expansion of towns and cities as well as of the 
increase of retailers, the bargain markets in villages lost its privileged status 
as bargaining places for monopolized goods and stores of more permanent 
nature began to play more and more important role in handling these goods. 

Abreast of such a tendency, the merchants of those za located in 
villages gradually moved to urban districts, where the native merchants 
were of course not willing to receive them and employed all means in order 
to prevent their rivals from encroaching upon their territory. For example, 
urban merchants imposed taxes upon new comers for their admission to the 
town or the city and allowed them to sell good only through the channel 
of their own. 

Except in a few cases concerning raw materials, no monopolization 
was made with respect to stocking goods. This is perhaps because the main 
concern of za was confined to retails. However, some monopolizations were 
made with respect to raw materials and the members of za went out to 
the producing districts, but did not allow outsiders to obtain there the 
sought for raw materials. Sometimes, they made a contract with a local 
za securing an exclusive right to obtain the material. It was also one of 
the characteristics of this period that transportation was also monopolized. 
For example, the merchant of Edamura in Omi seemed to have monopolized 
the transportation of paper which was carried through a pass leading from 
Mino to Omi, while those on ‘the south of Biwa lake monopolized the 
transportation from Omi to Ise. 

In case more than two za happened to have an intention to monopolize 
the same kind of goods, there would naturally take place a intense com- 
petition between them. Sometimes, the competition was induced by the 
difference of the way of selling. But in most cases, an agreement was 
made properly dividing among them the sphere of influence. For example, 
a 2a consisting of saltdealers in Yamato branched off into three za, i.e. 2a 
of retailers, za of wholesale dealers and that of pedlars, while za of oil 
dealers splitted into those of retailers and brokers. 

As one of the important facts about za, it should be pointed out that 
the members of za were exempted from various duties such as the business 
tax, market tax and customs tariff and were under the protection of the 
lord enjoying the freedom of business. Since the second half of the 13th 
century, lords both in metropolitan and local districts had erected a large 
number of barriers (Sekisho) and collected customs from the merchants passing 
by. With the extension of the powers of these lords, merchants began to 
band themsleves in order to cope with the expanding power of lords and 
were given a clearance en bloc for their passing the barriers in return 
for their contribution of money. Some members of za were even granted 
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passage of the barrier in advance and went hawking throughout various 
countries. Availing themselves of such a privilege, the oil dealers of 
Oyamazaki raised much profit out of their sales of lamp oil which was 
manufactured from sesame cheeply purchased beyond the barriers. 
Although za were active in various fields of commerce and manufacturing 
at this time provided with such privileges as above-mentioned, it seems that 
their activities as an independent organization were not so intense on account 
of the underdevelopment of their organization as trade association. The 
qualification for a person to join a za was his subordination to a lord. In 
fact, his business was maintained prosperously only under the protection of 
the lord. Taking into account such a characteristic of 2a, it is seen that 
they are much different from guilds or Zunfts in Europe, although some 
small-scaled compound guilds.and merchants’ guilds before the 13th century 
were supposedly characterized by their subordination to some other powers. 


d) Abolition of za 
At any rate, za played an important role in developing commerce and 


industry throughout the early feudal ages, when there were still many 


discouraging factors against such developments. But, after the 15th century 
onwards, there was taking place decline of antique lordship, under which 
strong protection za had been enjoying their prosperity. In other words, za 


were no match for the rising local commerce and industry, which broke 


their monopoly everywhere. Daimyo (war lord), who were rising all through- 
out the country, tried to isolate manorial lords from merchants and manu- 
facturers keeping them under their own control. In particular, Daimyo 
granted merchants the right of free business on the occasion of erecting 


i their own castle-town, thus breaking the monopoly which 2a had hitherto 


— 


enjoyed. This policy was called rakuichi. Its materialization was seen, for 
instance, in the abolishment of market taxes and monopolized places in the 
market, which were practised by many Daimyo such as Imagawa and Hojo. 

It was, further, extensively used by Nobunaga Oda, who set about the 
unification of this country in the latter half of the 16th century devoting 
himself to the establishment of a feudal monarchy. By so doing, he became 
at last to challenge the very existence of za, which had hitherto been under 
the control of manorial lords. However Nobunaga was not fully successful 
in carrying out this policy disturbed by the strong opposition on the part 
of shrines, temples and court nobles. 

It was Hideyoshi Toyotomi, who succeeded for the first time in fully 
carrying out this policy initiated by Nobunaga. The rearrangement and 
reshaffing of the manorial system were made by Hideyoshi by means of a 
nation-wide land survey. All za were abolished in accordance with his 
policy of unifying this country. The practise of the abolishment was further 
promoted after the 13th year of Tensho (1585), when the unifications just 
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started. All the za, which the court nobles, shrines and temples had been | 
in possession of, were dissolved and there were no restriction whatsoever, |} 
which disturbed unrestricted flow of goods all throughout this country. 


Il. Kabunakama and its function 


a) Formation of kabunakama | 

Hideyoshi’s policy of free trading was subsequently passed over to the |}. 
Edo Shogunate, in whose reign a private law was promulgated to the effect |} 
of forbidding the act of rising the prices of commodities by monopoly. |} 
In the towns and cities under the direct control of the Shogunage, za was } 
not allowed to exist any more. From the appearance of the situation, it yy 
is not generally concluded, however, that even the substantial part of the | 
organization known as za was lost with its dissolution thus effectuated. It — 
is, therefore, considered that the character as trade association of za remained }) 
in most cases untouched in spite of the disappearance of its former connection | 
with manorial lords. Although they were not allowed to call themsleves — 
za, merchants and manufacturers were now banding themselves into groups | 
strongly provided with a character of trade associations. These groups are |) 
known as ko, nakama and other titles. In Omi-hachiman which was well- | 
known for the production of mosquito nets, seventeen net-makers of the | 
town formed a nakama, holding a banquet once every year in November 
at a member’s house. Around 1654, a regulation was effectuated preventing 
any fellow trader from the other area from enchroaching their sphere of 
influence. In the regulation, there was also provided for some punishments 
of the member who paid higher to their textile workers than the amount 
stipulated in the regulation. With the Shogunate’s adoption of the seclusion 
policy, there came an end to the free industrial development, which had 
been in progress without any checking. As a result, domestic markets | 
became narrower and narrower. However, many people did not like to | 
compete with each other unrestrictedly and some of them were banding ~ 
themslelves in secret into nakama. 

In such a situation, the formation of nakama was granted by the 
Shogunate to pubulic bathes, calender makers, pawnshops and second-hand 
clothes dealers for the reason of security. In 1721, the Shogunate took a 
further step in this direction and banded all merchants and manufacturers 
into nakama depriving them of the right of free trading. Such a tendency 
was further promoted by the financial difficulties, with which the Shogun- 
ate was confronted at the beginning of the 18th century. In order to 
collect a large amount of tributes from nakama, the Shogunate could not 
remain reluctant in granting the status of nakama to those who wanted it 
and the granting of the status was made more freely. In the era, which 
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‘is often refered to as that of Tamuwma, the tendency attained its climax. 
In fact, a large number of kabumakama were formed one after another in 
the towns and cities under the direct control of the Shogunate. The 
enthusiasm for kabunakama even spreaded to towns and ports under the 
control of feudal lords. 


b) Organization of kabunakama 

A kabunakama was officially organized only on the approval of the Sho- 
-gunate or feudal lords. Of course, some merchants and manufacturers might 
have banded themselves into an organization provided with the characteristics 
of a kabunakama without any official authorization, for which it was re- 
quested that a list of the members be submitted to the authority. Only 
after such a formality, the organization in question was granted status of a 
kabunakama and given a monopoly of its business. The members of a'kabu- 
nakama was usually limited in number and those who wanted to start a 
busines were all requested to buy the right of the membership of a kabunaka- 
-ma concerned with the business. The right was called a kabw (stock) and 
“no one was allowed to be engaged in the business without holding the stock. 
In a kabunakama, there were set up two executive boards respectively 
called nengyoji and gatsugyoki, which represented the organization in negoti- 
ating with outsiders. The appointment of the officers were made by means 
of election or lot, while all the members held the seats in turn in case the 
_kabunakama consisted of a small number of members. Some seats were 
also given to those of a distinguished family by appointment in the name 
of the authority. For convenience, kabu are classified into two categories, 
\ i.e., one which was authorized for the convenience of security and the other 
which was approved in response to an application on the part of the 
members of nakama. Among the former, there were nakama of pawnshops, 
‘second-hand clothes dealers and public bath-houses, while those of transpor- 
tation agents, handicraftsmen and workmen were included to the latter. 
In particular, nakama of workmen are supposed to correspond to the craft 
or the guild in England or to the Zunft in Germany. This kind of nakama 
Was most numerous, for instance, including those of carpenters, plasters, 
masons, blacksmiths, etc. As for those concerned with trading there were 
three kinds i.e. kabunakama of factors, brokers and retailers. Hawkers 
and venders also had their own sphere of influence banding themsleves into 
nakama. This is one of the characteristics of nakama not seen in za, 
which was usually constituted of factors as well as retailers. 

Of these kabunakama, most influential were those of factors, brokers 
and exchange-brokers. They were further subdivided according to the 
kind of goods they handled. Thus, nakama of factors and retailers were 
each subdivided into those of cotton dealers, paper dealers and others. 
Among them, most powerful were those of dyers, weavers and sake mer- 
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chants. On the other hand, factors and retailers banded themselves into 
nakama according to the destination of their goods. 

Then monopoly of various products was started by many daimyo at the 
end of the Yedo period. Some of these products were carried to Osaka to be 
sold there. Factors of that city were, therefore, induced to band themlseves 
into a nakama according to the daimyd, with whom they had business 
connections. Such connections were, of course, responsible for some inter- 
vention from the part of Daimyd, although profits were sometimes guaranteed 
by such a bondage. This was the reason why a line-up of makama of | 
factors was made in the big cities according to the fief of Daimyod, with 
whom the factors were in relations of dealing. In local towns, the guilds 
of fellow-countrymen were also organized with a view to securing profits. 
For instance, the merchants were united to makama according to the kind 
of goods they were handling in Atzguwakamatsu, where many merchants | 
had penetrated from Omi, Sakai, Osaka and Yedo. In this connection, it is | 
of some interest to note that in Peking the membership of the guild was | 
granted only to the fellow countrymen and this custom have also been in | 
practise in Central and, in particular, in South China. | 


c) Function of kabunakama 

In exchange for its contribution to the Shogunate or to daimyo, the 
kabunakama was given by the authority the right to forcibly make fellow | 
traders join the kabunakama. Availing itself of this right, the kabunakama 
was able to enforce its policy. In China, such a right was not granted to 
the guild, but the inconvenience which might result from the non-affiliation 
with it forced all fellow traders to join it. In this country, the acquisition 
of such a right was a result of a requirement on the part of the members — 
of the makama. However, as in European countries, the Shogunate and 
daimyo were responsible for the maintenance of this right. In general, the | 
monopoly of a nakama was confined to a town or a city under the control | 
of a machibugyd (town-magistrate’s office) or a Hanchd (daimyo’s office) or | 
to some specified area. It was also the case with za, whose monopoly was | 
confined to a certain area by arrangements. But, in this case, the monopoly | 
took a very complicated form with its sphere of influence both in towns | 
and villages. In case of kabunakama, the demarcation was made in accord © 
with the administrative jurisdiction for the better convenience of the ad- 
ministration. or instance, the jurisdiction of the machibugyd in Osaka was 
extending beyond Osaka proper down to Nishinomiya, Hydgotsu and Nada 
and the factors and merchants in these places were always placed under the — 
control of the kabunakama in Osaka and were not allowed to form an 
independent kabunakama. 

The kabunakama was stronger than za with respect to its control of the 
members and strongly prevented them from competing with each other. 


. 
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| ‘Such a control was most explicitly exercized in connection with the purchas- 
| ing of commodities by the members. Co-operation was also maintained by 
| the members in transportation and all the losses were equally borne by 
| them in case of a shipwreck. On the other hand, the punishment for any 
| disobedience to the control was nakama-hazushi (expulsion from nakama), 
| the boycotting and sometimes even kabutorihanachi (confiscation of kabu). 

As the high prices of commodities could not be maintained as a result of 
intensified competitions, the members of a kabunakama cooperated in inspect- 
ing their products or good for their improvements, while the weights and 
measures were also unified by the agreement of the members. In Sakai, 
for instance, the cotton dealers were very scrupulous in examing measures 
in preparation for the competition with their fellow traders in Osaka and 
everywhere. 

Although the monopoly of their business was the main concern of 
kabunakama and nakama, they also maintained friendly terms with religions 
institutions and participated in various functions held under their auspices. 
The members of kabunakama and nakama, further, contributed money to 
shrines and temples, to which they were related. In this connection, a 
reference must be made to the kd of kabunakama, which was usually named 
after the patron saint of the business of the kabunakama. For example, 
Prince Shdtoku was worshipped by carpenters and roofers, who organized 
Taishi ko (fraternity of the Prince), while blacksmiths formed another one 
called Inari ko (fraternity of the god of cereals). Banquets were frequently 
held by kabunakama attended by the members, while ships and warehouses 
were usually of their common properties. 


b) Towns and kabunakama 
Thus, kabunakama, above all, those of urban districts, held the pre- 
dominat position in economic activities of the cities and towns. However, 
Owing to a strong control exercized by the feudal lords over them, kabu- 
nakama was not in general so strongly represented in the politics and 
administration of these towns and cities, as it was in Europe, where the 
‘| members of the guilds were elected to the municipal office in a capacity of 
the officer of the guild. However, only in Hydgo, the representatives of a 
nakama were elected to the municipal office and entrusted with the adminis- 
tration of the town. It is to be remarked, however that they were not so 
elected in a capacity of the representatives of the nakama they belonged to. 
This fact is, therefore, the evidence for the complete lack of relations 
between the nakama and the administration. 

The spirit of independence and isolationism of kabunakama was responsi- 
ble for the lack of liaison among different kabunakama. Such a lack of 
liaison was extreme in the guilds in China. As they did not have any 
‘national power to rely upon, the activities of different guilds were far from 


—— 
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being in order and even the weights and measures were not the same in 1. 
each guild. However, the kabunakama was relatively powerless in com- } 


parison with the authority of the state, which was so firmly established at 
this time, whereas the Chinese guilds were rather independent of the govern- 
mental authority. Further, owing to the lack of interconnection among 
cuilds as well as to their independence from the governmental authority, 
there was no possibility in China for its guilds to develop into a nation- 
wide one. In this country too, most kabunakama were confined in their 
activities to a relatively small area. Further, only a small number of 
towns and cities had the privilege of having its kabwnakama which could 
profitably deal in some important commodities. Consequently, those kabu- 
nakama in local small towns were allowed only to handle the necessaries of 


life yielding to the aggression of those from the big towns and cities. For j). 


example, ten drapery factors in Yedo tied up with the cotton crape factors 


in Tékamacht in Echigo and made a monopoly, while close co-operation — 


was maintained between twentyfour factors in Osaka and ten factors in Yedo, 
who combined their efforts in order to monopolize the transportation of 
goods between these two cities. These facts and others are one of the | 
evidences for the commercial development of this country, which had been 
actively under way at that time in a nation-wide scale. However no guild | 
in this country was so internationally active as some in Europe. The 
Japanese towns and cities are also characterized, it is supposed, by the fact | 
that the nmakama of handicraftsmen was not so strong as that of merchants. — 
It is a familiar fact to anybody who read about the history of European — 
towns that the Zunft, i.e. the association of handicraftsmen, began to gain | 
power in the town in the 14th century and even dared to demand sometimes 
the autonomy of the town or the control of markets. In contrast to such — 
a situation in Europe, the Zunft of handicraftsmen had almost no power in 
Chinese towns, as pointed out by Max Weber. However, some researches — 
made in this connection clarified that they were not so powerless as has 
been conjectured. In fact, they sometimes even challenged the guild of 
merchants. But in this country, the commercial capital was so strong that — 
handicraftsmen ranked very low and their nmakama were not in a position — 
to compete with those of merchants. In fact, they were humble enough to — 
remain lowest among the class of Chdnin. 

This is because they had no oversea market and could not have chance 
to export their products to distant countries, just as the European weavers — 
did. 


e) Transformation and dissolution of kabunakama 
In the latter half of the 18th century, a change began to take place to § 

our kabunakama, which had played a role somewhat similar to that played 

by the guild in Europe. In the first place, there developed in rural com- 
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|munities an agricultural economy provided with commercial elements. As 
a result, land-owners became more interested in producing things with a 
view to selling them to privileged makama in the town. In order to obtain 
the right to sell the goods they produced, they contributed some money to 
feudal lords and joined a kabunakama. The right of this kind was called 
eaishokabu (\kabu of villagers). On the other hand, the increase of workmen 
made it more and more difficult for them to become an oyakata (master). 
A similar situation was taking place among kabumakama of merchants and 
existing kabunakama began to branch off into smaller ones, which were 
respectively joined by those engaged in the same kind of business or working 
in the same area. Later on, this kind of makama developed into an organi- 
zation, which was essentially the same as the trade association. Similar 
‘kinds of organization were also developing from the ko, which had been in 
existence within a kabunakama. For instance, a kabunakama of sugar 
brokers split into three ko, each of which was in possession of its own list 
of the members. They were, further, taken care of by the officers such as 
nemban, nengyoji and kaiyaku, who were all different in each ko. The 
gradual dissolution of kabunaka was, thus, started. 

In the meantime, a movement against the privileged status of nakama 
became active and even the abolishment of the system was tried in some 
places. 

The policy again kabunaka on the part of the authority came to a 
culmination, when the Shogunate disbanded in the 13th year of Tempo 
(1842) all the kabunakama under its direct control. The excuse was the 
prevention of the rise of the prices of commodities. In reality, the step 
was taken in order to put the rising class of rural merchants under the 
direct control of the Shogunate. The same step was taken by some daimyo 
and the monopoly was made stronger everywhere. Although the policy of 
the Shogunate was somewhat moderated by the strong opposition on the 
part of factors in three big cities, the influence of kabunakama was not 
‘recovered any more. But, it was only after the Meiji Restoration that the 
system of kabunakama was abolished at last. Herewith the guilds of the 
feudal age. disappeared. 
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THE FREEDOM OF THE SEAS AND JAPAN 


By ZENGO OHIRA 


Professor of International Law 


I. Mare Liberum is recognized by Japan! 


Japan is a sea-girt, insular country. From olden times, the Japanese 
people have taken the albuminous substance in their dietary life from 
maritime resources; to them, fishery has come to play the role of vital 
industry. The Japanese whose intercourse with foreign countries has been | 
by sea, have shown a special concern over the freedom of navigation and 
trade. Immediately after Japan was admitted into the Family of Nations, 
the first thing she did was to declare that she respected the principle of the 
freedom of the seas. When, that is to say, the Franco-Prussian war broke 
out in July, 1870, the Japanese Government declaring for neutrality on 
August 24 of the same year, issued a Neutrality Order, Article 2 of which 
adopted a three-mile limit as the breadth of the territorial waters, while 
recognizing the freedom of the high seas. The said Article reads as follows: | 

“The contending parties are not permitted to engage in hostilities within 

Japanese harbours or inland waters, or within a distance of three ri- 

(miles) from land at any place; such being the distance to which a 

cannon-ball can be thrown. Men-of-war or merchant vessels will, how-. 

ever, be allowed free passage as heretofore.” 

Since then, Japan has striven for the establishment of the three-mile 
principle in the matter of territorial waters, constantly respecting the freedom 
of the seas. In the Sino-Japanese war and the Russo-Japanese war, it is 
an indisputable fact that Japan faithfully observed Maritime International 
Law. During the Second World War, on December 11, 1943, Foreign 
Minister Shigemitsu said in his speech over the radio, that the freedom of 
the seas must be guaranteed.’ 

On September 28, 1945, that is, soon after the cessation of the Pacific 


* The following are the author’s Japanese language articles on this subject: The Freedom of 
the Seas and the World Economy in the Hitotsubashi Review, Vol. XXIV, Number 4, (1950); 
The Theory of Continental Shelf in the Comparative Law Review, Vol. II, Number 1, (1953); 
Continental Shelf and Fishery Conservation Zone in the Hitotsubashi Review, Vol. XXX, — 
Number 3, (1953); International Law in the Bikini Ash Incident in the Seikai Orai, Vol. XX, 
Shes 10, (1954); The Pearl Shell of the Arafura Sea in the Yomiuri Simbun, Tokyo, September 
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2 The Asahi Shimbun, December 12, 1943. 
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War, Mr. Harry S. Truman, President of the United States of America, 
issued two proclamations and two accompanying Executive Orders, advocat- 
ing thereby the doctrine of the Continental Shelf and Fishery Conservation 
Zone. ‘This attracted wide attention. These two Proclamations by President 
Truman were of the same date: the one was entitled Proclamation of Policy 
of the United States with respect to the Natural Resources of the Subsoil and 
Sea-Bed of the Continental Shelf, and the other had for its title Proclamation 
_of Policy of the United States with respect to Coastal Fisheries in certain 
areas of the High Seas. These Truman Proclamations have found imitators 
in many countries, it is regrettable to observe, creating a world-wide trend 
to extend the territorial waters by unilateral action. This has also given 
various rise to difficult problems which may have serious bearing on the 
position of Japan as a maritime nation. 

Further, when in March, 1954, the United States carried out the ex- 
periment of hydrogen bomb at the Bikini Atolls, it. so happened that a 
Japanese fishing boat was showered with radioactive ashes, and that marked 
contamination was caused of the sea water. Japan is thus confronted with 
a new phase of the problem of the freedom of the seas. 


II. The Syngman Rhee Line 


On January 18, 1952, President Syngman Rhee of the Republic of Korea 
issued a Proclamation which established the so-called Rhee line to take the 
place of the MacArthur line, the restrictions to which Japanese fishing 
activity had been subjected during the Occupation. This Rhee Proclamation 
claims to exercise the Korean sovereignty over the high seas adjacent to the 
Korean waters, to interdict the operation of Japanese fishing boats whithin 
the line, and to exercise the control and jurisdiction over Japanese vessels 
in the open seas.* This Proclamation, it must be said, was ill-advised in 
the extreme. The text of the Proclamation is as follows: 

Presidential Proclamation 
“Supported by well-established international precedents and urged 
by impelling need of safeguarding, once and for all, interests of national 
welfare and defense, President of the Republic of Korea hereby proclaims: 

“1. Goverment of the Republic of Korea holds and exercises national 

sovereignty over the shelf adjacent to the peninsular and insular coasts 

of the National Territory, no matter how deep it may be, protecting, 
preserving and utilizing, therefore, to best advantage of national inter- 
ests, all national resources, mineral and marine, that exist over said 


* The Rhee Proclamation is utterly interdicting the operation of Japanese fishermen who 
seek to hunt mackerel, sea breams and flatfishes within the line. The line also is the hindrance 
to the innocent passage toward the Yellow Sea by Japanese fishing boats. 
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shelf, on it and beneath it, known, or which may be discovered in the | 
future. 1 
“2. Government of Republic of Korea—holds and exercises national | 
sovereignty over seas adjacent to coasts of the peninsula and islands of | 
national territory, no matter what their depths may be, throughout the 
extention, as here-below delineated, deemed necessary to reserve, protect, 
conserve and utilize the resources and natural wealth of all kinds that 
may be found on, in, or under said seas, placing under government su- 
pervision particularly fishing and marine hunting industries in order to 
prevent this exhaustible type of resources and natural wealth from be- 
ing exploited to disadvantage of inhabitants of Korea, or decreased or 
destroyed to detriment of the country. 

‘*3, Government of Republic of Korea hereby declares and maintains 
the lines of demarcation, as given below, which shall define and delineate 
the zone of control and protection of national resources and wealth on, 
in, or beneath said seas placed under the jurisdiction and control of the 
Republic of Korea and which shall be liable to modification, in accord- 
ance with the circumstances arising from new discoveries, studies, or 
interests that may come to light in future. The zone to be placed 
under sovereignty and prote¢tion of Republic of Korea shall consist of 
seas lying between coasts of peninsular and insular territories of Korea 
and the line of demarcation made from the continuity of the following 
lines : 

““A. From highest point of U-Am-Ryunc, Kyunc-Hune-Kun, 
Ham-Kyoong-Pukdo to point (42 degrees 15 minutes North——130 
degrees 45 minutes East). 

““B. From point (42 degrees 15 minutes North——130 degrees 45 
minutes East) to point (38 degrees 00 minutes North——132 degrees 50 
minutes East). 

““C. From point (38 degrees 00 minutes North 132 degrees 50 
minutes East) to point (35 degrees 00 minutes North——130 degrees 00 
minutes East). 

““D, From point (35 degrees 00 minutes North——130 degrees 00 
minutes East) to point (34 degrees 40 minutes North——129 degrees 10 
minutes East). 

““E. From point (34 degrees 40 minutes North——129 degrees 10 
minutes East) to point (32 degrees 00 minutes North 127 degrees 00 
minutes East). 

“F. From point (32 degrees 00 minutes North 
minutes East) to point (32 degrees 00 minutes North 
minutes East). 

‘““G. From point (32 degrees 00 minutes North——124 degrees 00 
minutes East) to point (39 degrees 45 minutes North 124 degrees 00 


127 degrees 00 
124 degrees 00 
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minutes East). 

““H. From point (39 degrees 45 minutes North——124 degrees 00 
minutes East) to western point of Ma-An-Do, Sin-Do-YULDO, YONG- 
CHun-Kun, PYUNGAN-PUKDO. 

“TI. From Western point of Ma-ANn-Do to point where a straight 
line drawn North meets with western end of Korean-Manchurian border- 
line. 

“4. This declaration of sovereignty over adjacent seas does not inter- 

fere with rights of free navigation on high seas.” 

The Rhee Proclamation extends the theory of Continental Shelf even 
to a region of any depth* where there may be no continental shelf at all, 
and attempts to monopolize the high seas to the extent of sixty miles or 
more from the coastal line. Furthermore, the Proclamation makes a fusion 
of the two theories of the continental shelf and the fishery conservation 
zone, and interdicts the operation of Japanese fishing boats within the line. 
From the standpoint of International Law, the Proclamation, it must be no- 
ticed, is utterly an unacceptable doctrine. On January 28, 1952, the Japanese 
Foreign Office sent a note verbale to the Korean Mission. In it, the Japanese 
Government stated: “‘ The Japanese Government considers that the contents 
of the proclamation of the President of the Republic of Korea of January 
18, 1952, not only are entirely incompatible with the long internationally 
established principle of the freedom of the high seas, but also run counter 
to the basic principle of international cooperation for the development and 
protection on an equal footing of the marine resources of the high seas. 
This unilateral proclamation is utterly untenable under any of the ac- 
cepted ideas of international society, and therefore cannot be acquiesced in 
by the Japanese Government.” In this strong protest, the Japanese Foreign 
Office made clear its position on the problem. 

When, on February 20, 1952, the First Session of the Japanese-Korean 
Conference was held in Tokyo, no solution of the problem was attained. 
Although the Second and Third Sessions of the Conference took place, no 
appreciable progress was seen, and the situation remains the same up to 
the present. 

Koreans’ attitudes shown on this matter are quite unyielding, as may 
be illustrated by the number of Japanese fishing boats captured on a charge 
of violating the Rhee line. As of October, 1953, the number of captured 


* Speaking geographically, Continental Shelf is the extention of continent which stretches 
itself in the ocean. The limit of Continental Shelf is generally recognized to be a depth of 100 
fathoms. Article I of the draft articles on the continental shelf, adopted by the International 
Law Commission, at its 234th meeting, 1953, runs as follows; ‘‘As used in these articles, the 
term ‘continental shelf’ refers to the sea-bed and subsoil of the submarine areas contiguous to 
the coast, but outside the area of the territorial sea, to a depth of two hundred metres.’’ 

The Rhee proclamation is not compatible with the regular standard of continental shelf. 
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Japanese fishing boats and fishermen stands at 142 and 1,788, respectively.’ 
Especially in this connection, it is to be recalled that off the shore of the 
Quelpart Island a crew member of the No. 1 Daihd Maru, Japanese fishing 
boat, was shot to death on February 4, 1953, and that the attitude which 
the Korean Government revealed in defending the Rhee line by sheer force 
evoked adverse comments both at home and abroad. 

The Japanese Government showed its willingness to accept any offer for 


a conference between both nations, for conservation of marine resources and |), 


appropriate readjustment of fishery interests of two countries, and also to 
ensure control over fishing activities on the high seas under an international 
agreement on the basis of justice and equality, whereas the Korean Govern- 
ment still unilaterally adheres to the Rhee line and does not cease to exercise 
sovereignty of Korea over the high seas circumjacent to its coasts. ‘This 
must be said to be an aggressive attempt inadmissible under the existing 
rule of international law. 


III. . Pearling in Arafura Sea Area 


On September 10, 1953, the Australian House of Representatives passed 
the Pearl Fisheries Bill (No. 2), 1953, which anthorizes the extension of 
control of the Australian Government over the seas adjacent to New Guinea. 
By virtue of this law, Marshal Slim, Governor-General of Australia, declared, 
on September 11, the sovereignty of Australia over the continental shelves 
contiguous to the coasts of the mainland of Australia and its territory. The 
Proclamation runs as follows: 

Proclamation 

“WHEREAS International Law recognizes that there appertain to a | 
coastal state or territory sovereign rights over the sea-bed and subsoil of the 
continental shelf contiguous to its coasts for the purpose of exploring and 
exploiting the natural resources of that sea-bed and subsoil: 

““And whereas it is desirable to declare that those sovereign rights ex- 
ist in respect of the Territory of New Guinea: 

“And whereas the territory of New Guinea is administered by the Gov- 
ernment of Australia under the Trusteeship system of the United Nations: 

“Now therefore I, Sir William Joseph Slim, the Governor-General 
aforesaid, acting with the advice of the Federal Executive Council, hereby 
declare that sovereign rights exist over the sea-bed and subsoil of the conti- 
nental shelf contiguous to any part of the coasts of the Territory of New 
Guinea for the purpose of exploring and exploiting the natural resources of 
that sea-bed and subsoil: 


° These figures are quoted from the Rhee Line Mondai to Nihon-no-Tachiba (the Rhee Line 
Problem and Japan’s Position), edited by the Nikkan Gyogyd Taisaku Honbu, November 20, 1953. 
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““And I further declare that those rights are exercisable by the Govern- 
ment of Australia as the Administering Authority of the Territory of New 
Guinea: 

“And I also declare that nothing in this Proclamation affects 

(a) the character as high seas of waters outside the limits of territorial 
waters; or 

(b) the status of the sea-bed and the subsoil that lie beneath territorial 
waters.” 

This proclamation of Governor-General Slim insists on the exclusive 
monopoly of the sea-bed and the produce therefrom, on the basis of the 
theory of Continental Shelf. The continental shelf of the Arafura Sea is 
very large, covering an area of 277,000 square miles. After all, the procla- 
mation demands the monopolistic control over the fishery of pearl oysters 
in the whole area of the Arafura Sea. The Australian authorities are 
of the opinion that sedentary fishery, which consists in gathering the 
sedentary produce on the sea-bed, should require an integral part of the 
sea-bed itself and that pearl oysters are part of the sea-bed. On the basis 
of this opinion the Australian Parliament indicated the limit of the 
Australian waters and deliberated on the draft act to amend the Pearl 
Fishing Act 1952, under which those seeking to engage in pearl fisheries 
within that limit should receive the permission of the Australian Govern- 
ment. Eventually on September 17, the draft act passed the Upper House 
and came into force. 

The above-mentioned legislative measures were taken after the Japan- 
Australian conversations which had been held at Canberra to negotiate on 
the subject of pearl fishery were broken off. The reality of this rupture 
was that while the Japanese side assumed an attitude disfavouring the 
restrictions on fishing banks imposed unilaterally by the Australian side, 
the Australians became displeased with the reaction of Japan and responded 
with a unilateral proclamation on the continental shelf. 

The fishery of pearl oysters in Arafura Sea area may be admitted to be 
a sedentary fishing operated on the continental shelf, but it lacks require- 
ments which enable Australia to acquire the exclusive right to control. 
Pearl oysters in the area are not so celebrated in history as those of Ceylon 
or Bahrein. Nor have they ever been gathered exclusively by Australian. 
Originally, Australians were not skilled fishermen. For instance, marine 
resources off the coast of Thursday Island have been explored by Japanese 
divers working away from home, and it cannot be denied that Japanese 
fishers have rendered distinguished services for the development of fisheries 
in Australia. Since the arrival in Australia of Mr. Kojiro Nonami in 1874, 
a great deal of Japanese divers have come over to this sea area, At one 
time the Japanese fishers in Australia numbered more than 1500. Thus pearl 
fishery had thrived until the promulgation of the Immigration Restriction 
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Law. Not a few of these emigrant fishermen signed a charter with Aus- 
tralian ship-owners and operated their business on an independent basis. In 
this connection, it is worth special mentionthat after the pelagic pearl 
fishery with Palao, South Seas Islands, as base of operation, was undertaken 
in 1931 by Mr. Fukutard Tange, the pearl fishery became gradually pros- 
perous. For a 10-year period from that time to 1941, Japanese fishers were 
busy sailing out fishing, with the catch amounting, on an annual average, to 
2,500 tons. In 1938, for instance, the number of fishing boats came up to 165 
and the catch 3,459 tons.° These fishing records may afford a most efficient 
key to the determination of pearling rights in the Arafura Sea area. Under 
these circumstances, both countries have come to a pre-arrangement to 
appeal to the International Court of Justice at the Hague, on the issue of 
the pearling fishery in the Arafura.’ The theory of Continental Shelf, even 
if it comes to be admitted in positive international law, should properly be 
limited in its application to underground mineral resources of the sub-soil, 
and should not be extended to the control over marine resources of the sea- 
bed. The sedentary fishery also is a type of fisheries which cannot be oper- 
ated without sea water. Nor is it possible to recognize in international law 
the right of a peculiar type of fishery epitheted sedentary. Should this 
particular type of fishing be admitted, it may be presumed, the practice 
carried on by one country alone for a long period must be accomplished, by 
historical records, as a prescriptive right. It is expected, therefore, to be 
unlikely that the Judges of the International Court of Justice at the Hague, 
ignoring the well-established principle of the freedom of the seas, may ac- 
knowledge the exclusive control and jurisdiction of Australia over all pearl- 
ing boats in the Arafura Sea area. 


IV. Experiments with Hidrogen bomb at Bikini Atoll 


On March 1, 1954, in the Bikini Atolls, Marshall Islands, an experiment 
was conducted with a hydrogen bomb, with the result that the No. 5 
Fukuryi Maru, a Japanese fishing vessel, was showered with radioactive 
ashes; its crew members, totalling 23, contracted an atomic disease ;* tunas 
captured aboard the boat as well were found contaminated with radioactivity, 


® These figures are quoted from the 7940 nen no Gyogydjisseki (Fishing results of 1940), edited 
by the Nihon Kaiyo Gyogyd Kydgikai, July, 1951. 

Doctor Hiroaki Aikawa, Professor of the Kyishti University, wrote as follows: ‘‘In 1938, 
the number of Japanese pearling boats came up to 170, the fishermen 2300, and the catch 4,300 
tons, in price ¥ 45 millions.’”” in the Daitdakai no kaikyd to Seibutsu oyobi Gyogyd, in the 
Taiheiyo no Kaiyd to Rikusui, published in December, 1943. 

" The Japanese Government offered a proposal for a Compromise to submit the case to the 
Hague Court, on February 19, 1954. But Australian Authorities have not yét responded to us 
with their counter-proposal. 

* Mr. Aikichi Kuboyama, one of crew members of the above-mentioned Fukuryii Maru, died 
of atomic disease, on September 23, 1954, at the First National Tokyo Hospital. 
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and all of them were abandoned. 

Subsequently, America made several consecutive experiments with hy- 
drogen bombs in the said atoll. Our investigation-boat, the Shunkoku Maru, 
reports that the adjacent sea area has conspicuously been polluted with strong 
radioactivity. 

Experiments with atomic and hydrogen bombs by the United States of 
America were conducted with Eniwetok Atoll and Bikini Atoll as bases. 
First, it should be noted that each area belongs to the U.S.—U.N. Trus- 
teeship Agreement Area and that the United States, as a trustee, is author- 
ized to use its trust territory and its territorial waters for its testing grounds 
for military purposes. 

Marshall Islands are designated as strategic area, and their use for mili- 
tary purpose is officially approved, with the creation of ‘closed area’ system. 

The closed area lying each in Eniwetok and Bikini Atolls was created 
with respect to both atolls and their territorial waters under Article 13 of 
the Trusteeship Agreement for the former Japanese Mandated Islands (ap- 
proved on April 2, 1947 at Security Council, United Nations and came into 
force on July 18, 1947). And the United States communicated the matter 
to the Security Council, concerning 

(1) Eniwetok Atoll on December 2, 1947 and 

(2) Bikini Atoll on April 3, 1953, respectively. 

These communications expressly state the holding of military experiments 
and, in relation to the United Nations, it may be said, the freedom of ex- 
perimenting with atomic bombs is recognized on legal grounds within the 
trust territory. 

Even in cases where America’s experiments with atomic bombs are 
conducted within the trust territory, if they have a disastrous effect not 
merely on the territory and territorial waters of the United States, but further 
on the high seas, it will infringe on the freedom of the seas, a basic principle 
of international law. Thus, the question is whether the system of danger 
zone created unilaterally by America on the high sea, as the international 
public domain, may be legally justified. 

As to the danger zone in each atoll, the following legal relation has 
been established : 

(1) With respect to Eniwetok Atoll, the United States Government 
notified through its Hydrographic Office on July 1, that it get up, together 
with the above-mentioned closed area in the atoll, the following danger 
zone circumjacent thereto. 

10—15. N 12—45 N. 
160—35 E 163—55 E. 

In the said notification it is stated: 

“All possible precaution will be taken to insure against the incidence 
of injuries to human life or to property within the danger area. If necessary, 
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warnings of any harzards outside the designated danger area will be given 
in the event that such dangers are created by activities conducted within 
the danger area.” a 

(2) With respect to Bikini Atoll, it was notified on May 27, 1953, 
that, together with the closed area, the following danger zone was set up 
circumjacent thereto: In this case, an extension of some 140 nautical miles 
to the east was made as compared with the foregoing one: 

10—15 Ni FS INTE 
160—35 E 166—16) E. 

The above-mentioned notification of the United States Government was 
communicated to the hydrographical department, Maritime Safety Board, of 
the Japanese Government, in accordance with the resolution reached at the 
International Hydrographic Conference. Further the United States Govern- 
ment called the attention of the Japanese Government through the Japanese 
Embassy at Washington, by its note verbale of September 18, 1952, to the 
fact that there were some Japanese fishing boats which entered the said 
danger zone and that the fishing boats were not aware of the existence of 
the danger zone in question. 

Considering these facts, the Maritime Safety Board took steps to make 
it widely known that ‘‘navitation of vessels is interdicted” by its route 
notifications issued on three occasions, i.e. February 10, 1951, November 1, 
1952, and October 10, 1953 (covering further Bikini Atoll). Our route 
notification is a notification issued by the director-general of the Maritime 
Safety Board by virtue of the authority with which the chief of administra- 
tive organ is vested under Article 14 of the National Government Organi- 
zation Law. The notification goes as far as to state that ‘‘ navigation is inter- 
dicted” but this may be construed to mean not that entry of vessels is actually 
interdicted, but that the danger zone is delimited by way of precaution. 

In other words, the so-called danger zone created on the high seas is 
intended not to interdict entrance thereinto of foreign vessels, but to give 
general precaution against danger resulting from atomic tests. It is, of 
course, not acknowledged in international law that the United States of 
America may control the high seas by unilateral action and interdict the 
navigation of foreign vessels in the sea area under the said zone, exercising 
jurisdiction over the vessels. Therefore, this ‘danger’ has a character of 
general precaution taken against danger which may arise from atomic ex- 
periments and accordingly can imply nothing further. Therefore, the crea- 
tion of danger zone as such is, from the standpoint of jurisprudence, only 
the serving of warning as to the possible extent of danger. As precedents 
pertaining to the establishment of a danger zone, may be mentioned that 
of Japan’s defence sea area at the time of the Russo-Japanese War, those 
of America’s defence zone in the First World War and of Britain’s danger 
zone, Japan’s declaration of interception of navigation during the~ Sino- 
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Japanese Incident, and the British-German war area at the Second World 
War; and as instances, in normal times, target practice with load shells and 
fleet exercises. However, it should be taken notice of that there have never 
been in existence in ordinary times a danger zone on such a large scale. 

In using the high seas, a state should not be allowed to interfere with 
any other country which also uses the high seas, but should live strictly up 
to the two conditions: equality and temporariness. Sic utere tuo ut alienum 
non laedas. Its use is intended for the virtual control over the vast sea 
surface and thereby hampers the use of the sea area by other countries, its 
use of the sea area will become an abuse of a right, and ultimately consitute 
a violation of international law, thus giving rise to the responsibility of 
damages done to other nations. 

The last test in a hydrogen bomb resulted in the destructive power 
more than 600 times as strong as that of an atomic bomb and thus actually 
caused damage even to the Fukurytii Maru, which was then without the 
danger zone. Therefore, it may be concluded that the U.S. Government 
should meet necessarily, under international law, the obligation of paying 
resulting damages. There is not a fact that America had ever actually 
warned the Fukuryi Maru on the spot. Indeed, it is indisputable that the 
American authorities were not free from any defect in taking precautionary 
measures. Therefore, it cannot be denied that a legal responsibility for inter- 
national deliquency is found on the part of the U.S. Government. Fur- 
thermore, it is established that the Fukuryii Maru had been, at the time in 
question, outside the danger zone notified. In these circumstances, we 
should be allowed to request America to assume its proper responsibility of 
meeting all damages incurred.!° 

On March 19, America notified us of an expansion of the existing danger 
zone and designated the scope six times as large as the former one, thus, 
limiting in no small measure our fishing right in the scope of activity on 
the high seas. 

Furthermore, now that it has been ascertained that even the sea water 
outside the danger zone has been seriously poisoned and the planktons and 
fishes have been affected by radioactivity, we must admit that the freedom 
of fishery in the Pacific has become subjected to serious restrictions. We 
desire, on our part, that experiments in atomic and hydrogen bombs which 
may have perilous effects be discontinued, if possible, for the time being, 
with a view to maintaining the peace and safety of the ocean. We 
further aspire to the earliest possible attainment of international control 


® Garner, James Wilford; International Law and the World War, Vol. 1, 1920, pp. 331-354. 

Oppenheim, L.; International Law, Vol. Il, 7th ed., edited by H. Lauterpacht, 1952, pp 
680-684. 

Ohira, Zengo; Navigation Problem in China, 1943, Tokyo, pp. 120-138. 

The United States Government is said to have accepted to pay the direct damages incurred 
of the No, 5 Fukuryi Maru, on the ground of international courtesy. But reported sum of 
compensation totalling some $800, 000 is considered insufficient by most of Japanese people. 
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over atomic energy. In this sense, we ardently hope that the United { 
Nations will immediately take appropriate measures in order to ensure the | 
prevention of casualties resulting from A-bomb experiments, in response to 
the resolution of our House of Representatives of April 1, 1954. And we 
expect that, pending the adoption by the United Nations of such measures, 
adequate precautionary action will be taken through negotiations between 
Japan and America, against any disaster which may arise from atomic 
experiments, in accordance with the purport of the United States’ notifica- 
tion concerning the creation of danger zone and also that full compensation 
will be made for the loss caused by such experiments. 


V. Conclusion 


The main course which international law should follow is to minimize 
the scope of what has so far been regarded as domestic matters by organiz- 
ing the society of nations, and instead to expand that of international mat- 
ters.!1' Recently, however, in opposition to the freedom of the seas, there 
is a tendency, which is becoming pronounced, toward expansion of the limit 
of territorial waters by unilateral action; besides, there is a case in which 
a country interferes in another’s use of the open ocean by hazardous employ- 
ment of atomic bombs. Apparently these cannot be said, by any means, 
favorable phenomena. While it is desired, with respect to the use of atomic 
power, that the regime of effective international control will be established, 
it is hoped for, with respect to the conservation of fishery resources, that 
an appropriate regulation will be provided for by the conclusion of a multi- 
lateral treaty. Since the conservation and development of marine resources 
is a problem of world-wide significance, it should not be left entirely to 
the unilateral action of the coastal countries, and consequently it should 
not be settled by having recourse to the extension of territorial waters of 
the coastal countries. Now that the International Whaling Convention 
(1946) was concluded and universal controls by international agencies are 
steadily being put into practice, United Nations organizations should render 
their utmost efforts to establishing the method of conservation of marine 
resources. And we must emphasize the point that the principle of distribu- 
tion of marine resources should conform to the traditional rules of the seas 
and be dealt with by all means through an international channel. 

Moreover, we earnestly hope that, in the establishment of control of 
pelagic fishery on an international scale, Japan, as one of the largest fishing 
nations in the world, will be permitted to participate, and that her expres- 
sion of views based on experience will not be underrated. 


™ McNair, Arnold D.; International Law in Practice, in the Principles and Problems of In- 
ternational Politics, edited by Hans J. Morgenthau & Kenneth W. Thompson, 1950, pp. 112-120. 


ON THE AUTHENTICITY OF 
ON-READINGS IN SINO-JAPANESE* 


By TAKASHI KAMEI 


Assistant Professor of Japanese 


Introductory 


The approach to the phonetic history of Chinese is inevitably conditioned 
by the nature of the ideographic script and must differ from the study of 
languages written with an alphabet. In the study of languages written 
with an alphabet a phoneme has been represented either directly by a 
Roman letter or by a so-called phonetic symbol which is as a graph ident- 
ical with the form of a Roman letter!. But whatever the definition of the 
term, the phoneme must establish itself as a unit of speech sound of a given 
language in terms of function. Naturally, the functional value of one and 
the same sound varies from language to language. When one uses the term 
phoneme, one must postulate the empirical antecedence of sound to phoneme 
on the one hand, and the logical antecedence of phoneme to sound on the 
other. ‘Thus phonology can be independent of whether the phonetic value 
of a phoneme in the past can be reconstructed in the present. From the 
peculiar nature of the Chinese script we may understand how traditional 
Chinese scholars like Ch‘en Li (in his Ch‘ie yun k‘ao) have reconstructed 
phonological systems merely by grouping and classifying characters. Basing 
themselves on the ancient rhyme-dictionaries, they were able, exclusively 
from the structural point of view, to diagrammatise every constituent part 
of each word,” such as the opposition of the points of articulation, the 


* This paper was originally prepared for the Junior Sinologues’ Conference at Roma, September 
1953. Since only a few examples have been given, it was thought that copious notes should be 
added before publication. However, since full documentation is not the purpose of the article, 
I have preferred to avoid a disproportion of notes to the short text. 

1 A phoneme can be symbolised with a conventional sign. In its nature this symbolisation 
should resemble that used for chemical elements (e.g, H for hydrogen) or vitamins (e.g. 
vitamin B), provided that the concept of a phoneme is understood in terms of human activities 
(as against nature). However, has the relation between a so-called phonetic symbol and a Roman 
letter not been tacitly understood as ¢baec? _In my opinion, the concept of a phoneme in the 
tradition of Western scholarship should be seen against the background of the alphabet, since 
in the last analysis a phoneme is regarded as an abstraction in view of the ideal of the alphabet. 
So-called phonemics is nothing else but the study of the alphabet from the functional point of 
view. A phoneme in itself can be broken up into smaller units termed by modern phonologists 
‘distinctive features’. The historical background in China is different. 

* To translate this into the terms of phonology, ‘every distinctive feature of a minimum 
prosodical unit’. 


| 
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contrast between oral and nasal, aspirate versus non-aspirate and so on, to- | i 
gether with the differentiation of tones.* This may indeed be regarded as 

a brilliant achievement of phonological analysis combining the phonemic | 
aspect and the prosodical. It is all the more remarkable as it was achieved |) 
long before phonology as a science of phonemes arose in the West.* How- | 
ever, the phonological system of Chinese established in this way had basical- |}: 
ly nothing to do with the tangible realities of sounds, as a result of the |). 
fact that they are concealed behind characters. In other words, Chinese |} ' 
characters caused phonetic history to be left out of consideration in China. | 
If we wish to advance towards the historical description of phonetic |} 
changes, we must tackle the problem by reducing each class of characters |} 
to its corresponding sound in each dialect and by comparing various sources 
for the Chinese pronunciation. It has long been recognised that for this |} 
reconstruction Sino-Japanese is a very important source. In his unprece- } 
dented work Karlgren has in fact taken into account this material. One } 
can not praise too highly his pioneer effort, and by making some critical 
remarks I only hope to contribute to a closer collaboration between Sinolo- |} 
gists and Japanologists. 


The first item I want to touch upon is the different grammatical func- |} 
tion of compounds in Sino-Japanese as compared with Chinese. In Chinese | 
a minimum prosodical unit is as a rule throughout its history the smallest i} 
formal unit with its own meaning; thus each Chinese character as indi- |} 
vidually representing such a unit deserves to be called an ideograph. This } 
is necessary if Chinese is to be termed a monosyllabic language. But this | | 
of course does not mean that the Chinese vocabulary consists only of mono- — 
syllables. On the contrary, many Chinese words were and are dissyllabic | 
or polysyllabic. Even in modern Mandarin, however, the proportion of | 
semantically indivisible dissyllabic words such as tungsi ({P§),° meaning © 
‘thing’, is exceedingly small in the vocabulary. The majority of dissyllabic . 


® In the Viin ching, in each chuan all phonemic features are classified on the horizontal 
rows and the prosodical on the vertical. Irrespective of the pronunciation in the past the 
reconstruction of which still remains open to argument in details, it is clear to the extent that 
the differentiation of i téng, ér téng, san téng and si téng in each tone is of prosodical nature. 
Incidentally, the concept of prosody here, as opposed to that of phoneme, should be understood 
in terms of phonology. 

‘ Tt may be interesting to note that in spite of the unparalleled scrupulosity in his analysis 
Twaddell’s method (On defining the phoneme, 1935) resembles that of Chinese phonology. This | 
may prove the wide scope of the latter, whether or not it was conscious of its own methodolo- 
gical significance. 

5 Cf. tungst which means ‘east and west’, provided that the chungnien or stress accent is 
given on the second syllable in contradistinction to téngsi. Incidentally,in Sino-Japanese, toozai 
is not used in the meaning of ‘thing’, but ‘east and west’ only. 
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words are loose units which can be easily broken up into their constituent 
parts. A unit in terms of syntax is not necessarily identical with a unit in 
terms of morphology.® In contrast to this, ninety-nine percent’ of Sino- 
Japanese words are written with two Chinese characters, but they are not 
at all compounds in the same way as Chinese. In fact, they are single 
units no less morphological than syntactical. Although it is true that from 
the etymological point of view, or if one has a fair knowledge of charac- 
ters, toozai (HPG) can be analysed into too and zai, there are no such inde- 
pendent words in Japan as too meaning ‘east’ and zai meaning ‘west’. 
We can only say that in the linguistic consciousness of Japanese speakers 
there are a number of words beginning with too’ and also a number of 
words ending with zai. Besides, Chinese si (P§) as a single character is read 
sai or set in Sino-Japanese and not zai or gei.® In the case of toozai, how- 
ever, original saa was welded into a morphological unit so that s of sai 
became voiced as a constituent part of a single word. This sonorisation is 
based on a regular rule which once operated in Ancient Japanese. This rule 
was that a voiceless initial became voiced if it was preceeded by a nasal 
final, whether labial, dental or guttural.!° Thus we may infer that even 
in Japan too in toozai was once pronounced with the nasal in some way." 

This is not the time to list other examples, of which one may find any 
number. I hope, however, to have made it clear that we should distinguish 
between a Sino-Japanese word and the on-reading of each single character. 

As is well known, Japanese, which is a language with a structure 
completely different from Chinese, was written with Chinese characters from 
about the sixth century onwards. However, not only were the purely 
Japanese words written—sometimes in a very arbitrary way—with Chinese 
characters, but at the-same time a large number of Chinese words were 
learned by the Japanese together with the characters. Thus very often one 
single character was and is used to write both original Japanese words and 
Chinese loan-words. The pronunciation of each character as applicable to 
such loan-words is called on. Now it seems that Sinologists often believe 


§ Provided that it is permissible to use these traditional terms. Cf. my contributions to 
Question A (2) in the Proceedings to the seventh international congress of linguists. 

’ The reader may take this figure as it is, viz. literally and not as rhetoric. 

: Words beginning with a, oS ip ’ vs , od , 8] ’ + ’ Re , 14 ’ % ’ Lee 
RR i, is—, wu hig—, etc. 

* Hence, in the cases of the initial, e.g. seihoo (PRA) sathoojoodo (PRA ¥4r-) etc. 

10 For instance, cf. examples such as tooguu (#i77—tung kung) on the one hand, and such 
as chinzei (¢pi—chen si) on the other. There are hundreds of examples of this kind. In tradi- 
tional scholarship in Japan, as early as in the Heian period, this kind of sonorisation was termed 
shindaku ($f 7%) which itself roughly means sonorisation, in contradistinction to originally voiced 
sounds, termed hondaku (Ax}ij=‘‘ originally voiced’’). 

4 The pronunciation of the guttural final must once have been imitated in Japan as it 
appeared, but the ordinary Sino-Japanese pronunciation of toozai in the Heian period may have 
been todrdzai and toogoku (HB) to&7gokw etc. 
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that the phonetic renderings’? of such om-readings as listed in modern dic- 
tionaries like the Daijiten and the Daijirin go directly back to the time — 
that these loan-words were first introduced into Japan. However, as we may | 
see from these dictionaries themselves, these phonetic renderings have been f 
theoretically established by the compilers and their predecessors (like Shirai | 
Hirokage) from the Chinese fanch‘ie.13 Thus these readings do not provide © 
conclusive evidence for the historical study of Chinese pronunciation. They 
are a vulgarisation of the fanch‘ie given in the K‘angsi-tsitien. In fact, 
these dictionaries themselves are nothing else but Japanese versions of the 
K‘angsi-tsitien. One may find in both of them plenty of om-readings which 
have practically never been used in Japan. I should point out one other 
absurdity in these dictionaries. It is well known that two different phonetic 
systems of Chinese came to Ancient Japan in successive waves and that the 
pronunciation of the characters used for Chinese loan-words is accordingly — 
differentiated into Kan-on and Go-on. However, any attempt to render all © 
characters both in the Kan-on and the Go-on seems to be pointless, since in 
. many cases either the Kan-on or the Go-on is exclusively chosen for read- 
ing all the words written with a particular character.‘ It is needless to 
say that we are not at liberty to pronounce any Sino-Japanese word in both 
ways. On the contrary, there is no alternative form of toozei for toozai, nor 
chinzat for chinzei (gHpa). 

I hope to have shown that one should not take the reconstructed on- 
readings but Sino-Japanese vocabulary as such as a source for the phonetic 
history of Chinese. Of course, not all Sino-Japanese words can serve this 
purpose. Setting aside new coinages, the vast majority of them have been 
revived in modern times in order to express Western ideas with the aid of 
Chinese characters. In these cases and even in the traditional vocabulary | 
as well, there has been a tendency to change the pronunciation by attempts 
to read afresh a Sino-Japanese word character by character,’® or to replace 
the Go-on by the Kan-on,'* unless the former alone has been used from of 
old in the case of a specific character in question. 


12 By this I mean the kana-renderings, (which need not answer to the phonetic system of 
Modern Japanese). 

18 Those who are not Sinologues and might not know what fanch‘ie is may consult Karlgren’s 
Philology and Ancient China p. 67, where a clear explanation is given. 

4 Cf. the contrast between ronri (#iEE), rompaku (ab%), ronkyo (mH), ronnan (HaiHE), ronsoo 
(it), giron (Beam), meiron (44%), guron (Rizm), booron (FRR), etc. and rinri (fF), jinrin 
(Atta), and gorim (Flay), or chinrin (yy), and rinraku (fay). 

8 Cf. e.g. gappei (Pt) versus goohoo (4 }#). One of the funniest examples is the replacement 
in pronunciation of a word which is written -R7\fAl: i. e. shittembattoo>shichi-tembattoo> 
shichi-ten-hattoo> shichi-ten-hachi-too. Of these four, nowadays, the first one is expressive, the 
second is quite common, the third is tolerable and the forth is more or less clumsy. Cf. spel- 
ling pronunciation. 

*® Cf. e.g. hossoku versus hassoku (3§52), ryakuge versus riakkai (Wf) and a number of 
this kind. In many cases, however, the one form has already become obsolete. Thus, for 
instance, jinen, the Goon form of shizen (A) is now only preserved in jinenjoo (A %#4E). 
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Here one may raise the question what Go-on and Kan-on really are. 
This is an important problem. The historical background of the Go-on and 
the Kan-on is well-known. The Go-on had already established itself in 
Japan so solidly before the Kan-on that continuous efforts were needed to 
yain currency for the Sino-Japanese pronunciation based upon the Kan-on. 
in the ninth century, imperial decrees were even promulgated for this pur- 
90se, which stated that the Kan-on ought to be standard.’’ However, the 
70-0n were only replaced word by word over a long period. Finally, they 
eceded into the background to such an extent that the proportion of 
‘emaining Go-on words is now considerably smaller than that of ever in- 
sreasing Kan-on words. They no longer form a system of foreign loan- 
words, and have been able to be incorporated into the Japanese vernacular 
‘ar more easily than the Kan-on words. 

So far a very rough sketch of the historical background of Kan-on and 
so-on. But the history in itself of the Kan-on as a system of Sino-Japanese 
sronunciation is a problem that has not received its due attention. From 
nternal evidence in a number of ancient manuscripts and from external 
svidence as well, we find that scholars of the Heian period tried to stand- 
irdise Sino-Japanese by means of the Ch‘ieyum and their example has been 
‘ollowed in later centuries.1® It is because the Kan-om was derived from 
the Ch‘ie-yiin that the phonetic renderings in the Daijiten and the Daijirin 
aormally agree with the old sources. In fact, these dictionaries based their 
phonetic renderings strictly upon a very marked historical principle. Theore- 
tically, therefore, we are able to reconstruct the Kan-on from the moment 
of its introduction, from the Ch‘ie-yiin. But if we want to reconstruct the 
Ch‘ie-yiin language in its turn from the so-called Kan-on, we are moving 
in a vicious circle. 

Between the Kan-on and the Go-on we may easily see a system of 
phonetic correspondence. However, phonetic laws cannot be applied mecha- 
nically, and there is no excuse for ignoring the evidence that exists on the 
pronunciation of individual characters. We cannot expect complete regular- 
ity in the alternation between Kan-on and Go-on. Actually, from the discre- 
pancies between the Daijiten and the Daijirin, irregularities have been 
pointed out (see Grammata Serica, passim). However, here each dictionary 


The data is collected by Yamada Yoshio ({l|H#ké) in his Kokugo no naka ni okeru Kango 
no Kenkyii (ZED HICH SBOE) pp. 136-137. 

8 Of course, as a dictionary the Yiip‘ien was perhaps more popular in old Japan. But, in 
reality, because of the simpler sound-system of Japanese, the discordance between the fanch‘ie 
in the Yip‘ien and those in the Ch‘ieyiin did not produce any effect on the on-readings in Japan. 
Not only this, so far as the fanch‘ie are concerned, there are not many differences between the 
two dictionaries. Incidentally, although it is not my purpose here to discuss the Ch‘ieyiin, it 
may be correct to consider that the Ch‘ieyiin does not illustrate the whole picture of one given 
contemporary dialect as an actual linguistic system of a given linguistic community and that it 
was compiled to codify the fanch‘ie. The fanch‘ie thus established may not have been directly 
based upon colloquial usage. Cf. Ch‘én Yin-k‘o: Ts‘ung shi shi lung Ch‘ieyiin, Lingnan 
stiepao 1X2 pp. 1-18, (BRET: TERRA OH, HFA ILA a 38). 
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made an arbitrary compromise between traditional readings and theoretical y 
renderings deduced from fanch‘ie. Such things may also have already |} 
occurred in the past. Authentic material for the-study of the Go-on is plenti- | 
ful, e.g. in old dictionaries, glossaries to Buddhist texts and glosses in old 
manuscript copies. On the other hand, there was never a direct authority © 
for the Go-on to depend on, like the Ch‘ie-yiin in the case of the Kan-on. | 
Originally the Go-om was a separate system which was transmitted to Japan |; 
before the compilation of the Ch‘ie-yiin. For this reason, the study of the 
Go-on will attract our interest all the more. The history of the Go-on as 
a system of Sino-Japanese pronunciation is again a neglected problem. The 
establishment of the history of the Go-on would be a considerable contribution 
to the phonetic history of Chinese. Here I should add a few words about | 
the tonal or tonemic correspondences between the Kan-on and the Go-on. 
In reality, a fair proportion of characters coincide so far as their phonemic 
features are concerned, but characters with the first tone of the Kan-on regu- — 
larly belong in the Go-on system either to the class of the second tone or to 
that of the third tone, and similarly in the Kan-on system the first tone of 
the Go-on is differentiated either into the second or the third tone. This is 
rather a fundamental difference between the two phonological systems." 


II 


Before the kana script was invented in Japan, Chinese characters were | 
converted into ‘phonographic’ script to represent Japanese syllables and | 
used as the predecessor of the kana. Characters used in this way are called 
mannyogana. In these mannydgana there are some remarkable readings 
about which nobody can tell how they were transmitted to Japan.” E. g. | 
the use of the character po #§ in the name of the province Harima ~ 
(7G e).22-1 Tf this use of po for the Japanese syllables hari belongs to the 
same category as chiin § in Suruka (BF yf),22" ch‘iin FE in Heguru (ERE)? 
and yiin 2 in Uruka (2ff),721Y it may be that the po still preserved its 
dental final in some way when it was first learned in Japan. 

The kao fj was used in the same peculiar way. Unless the kao pre- 
served its guttural final, how could we explain that Kaguyama was tran- 


19 Here, I deliberately avoid the traditional use of level tone, rising tone and falling tone, 
since these uses give the impression that they stood directly for the tonal particularity of each 
of them. 

°° The following examples are mere specimens among others. 


“1 Harima #§i—$tlel GHaFac, BABA, TEM ac etc.) 
1 Suruga Beil 25 Os: =.) 
mi Heguri -#'—if$ REE GES) | 
tv Uruka 2f8§— On GR Bac) 
Karlgren’s reconstruction of #§ in his Grammata Serica (p.195) is *pwar, but I cannot agree 
with this assumption of 7. 


7 1% | 
Pd 
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scribed as fylll??! and Kagami as mR??? 

In the oldest inscriptions we find that the character #% corresponds to 
2 Japanese syllable ya.27! ‘H and 4 used for ga? IV belong to the same 
thyme-class. These readings help to solve the rhymes of the Chou period, 
especially those in the Shiching.** The pronunciation ya for f% also serves 
us evidence that the dental initial d- had disappeared before the vowel was 
yalatalised.2*> The use of these characters as mannyogana for ya and ga 
‘espectively occurs only in very early days (as is seen on note 23). Already 
n the Kojiki dating from the early 8th century, the ‘H appears as a man- 
nyogana for geés.*° In the Mannyodshi the ‘ is used both for ge, and giz.”" 

The character #¢ differs from ‘Hf only in its tone. The other features 
are the same for both characters. Whether or not accidental, there are no 
sxamples of #¢ being used for ga, but it appears as ge, in the archaic 
mannyogana.*®Y Whereas # does not appear in the Kojiki, it is used in the 


2 1 Kagwyama :— 


PK rreesrKs = KA 
PULL DR SEAR ok ES SF ALS ABE 


Soak 
US FAS AAR LR RR CRESS Lib. I nos. 13 et f4). 
m Kagami :— 
ALARA (AARC, Zt) 
KASABE SL (id. KEK) 
Wie Se MARE (Kagami) AZA=F i IMRAN aE) 
cf. AIEEE: FARRER IAL TIGR : 
Karlgren’s reconstruction of jj in his Grammata Serica (p. 421) is *kog. 


© 1 ak (to) & (yo) Gt (mi) BB (ke) B (ka) Mr (st) We (Ri) B (a) HRS GHEE AIT EA) 
ae (to) G (yo) Sf (mt) Ja (Re) tn (ka) Wr (st) Se (Ri) %B (va) LeHRIT OS OC APB 


FS Ae i RSH) 

AS (yo) TSE (vo) RTS CCl see) 

(HH (mi) % (va) JH (Re) (SRAAKC)) 
Il 45 (ga) APAKAR Ocvlsree te eh) 

45 (ga) ZAWTAB id.) 

45 (ga) MHS AR cee KATE) 
Il 452% (ga) BAKKE id.) 

ASG (9d) KE MMAR KAR SAS HERG) 
IV WHE (gc) Wi (ew) 
Va 4238 (ge) ME (kB acve52) 

ef. Hic: PAA 
BA: Beas 


Vb HRB, ik ZS, PIMRAB, SRAM ZA (Ta-ge-te-ma-si-mo-no), 
IE J5FETSSHRE RS CE RE it). 

*4 This problem was thoroughly studied by Oya Toru in his Shidai-koin-ko (AHS), who 
was instructed to undertake these studies by the Japanese Ministry of Education. 

*° Karlgren formulates the shift in the case of %% as follows:  “*dia/ie/yi (Grammata Serica 
p. 126). We may postulate an intermediate stage, *ia. In passing, this reconstruction may 
contribute to Tung T‘ung-ho‘s critical comment on the assumption of Karlgren. Ci. LA 
Hox ha (GHR4ETI Vol. XXVIII) p. 94 

*6 e after the Heian period was under certain conditions differentiated into e, and e, in archaic 
Japanese. The phonetie value of e, is unknown, but is it not likely that we may assume that 
the phonetic value of the syllable ge, was (gae)? 

*7 In archaic Japanese, i, parallel with e, was differentiated into i, and i,. The phonetic 
value of i, is also unknown, bes as in the case of ge, was gi, not (gli) or (gai)? 
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both #8 and & are found. They stand for gt;only. The compilers of the } 
Nihon-shoki may have shunnedthe-use-of the character #€ for fear that | 
this common character, traditionally used for giz, should be misunderstood | 


if used for gi,.22 Thus the table of the use of these characters is:?° 


4 ar zs | | & 

I Ste ka 
nscriptions etc. ga ga ges x x 
Kojtki ges x x x x 
Mannyoshi oo Rig | Gig x x 
Nihon-shoki x Rig x gu gh 


(The cross X stands for ‘is not used’). 


Although I cannot enlarge upon‘this subject here, these few examples will 
show how quickly the readings of characters changed in the course of only 
one or two centuries. These changes were caused by the efforts to conform 
to the standard of contemporary Chinese pronunciation.** They are all the 
more important because they are fundamentally different from the changes 
which were brought about in later periods by the phonetic evolution of 
Japanese itself. 


*8 If this is so, the situation may have been the same in the Kojiki, mutatis mutandis. That 
is to say, the Kojiki tried to avoid fluctuation in the reading of #¢ between ge, and gi». 

*® Tt would be advisable for me to give here in addition the table of all those characters 
for ge and gi which were used in each text. 


it gir: Ie BR Gio: HE 
Kojiki 
ge: ob ge,: & GR) 
: ; gy: Bie fe BE | gin: BE HE 
Nihon-shoki 
ge: geo: Ke F fe 
Gi: BE Gin: SER 
Mannyoshi 
9: FS He gen: The a 


°° Tt is because such efforts came to an end before those in Korea that Sino-Japanese on the 
whole still retains archaisms in pronunciation more than Sino-Korean, while archaic usages were 
first introduced to Japan through Korea. Since Japan is severed from the Continent by the sea, 
the Japanese government, at the end of the ninth century, gave up sending delegations to China 
in view of the risk of such voyages in those days. After that, cultural contacts between the 
two countries became less close. 


» ea ft —— aa oO 


OS Se ee See 
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1a) 


Now I shall content myself with making some Saat remarks on the 
study of Sino-Japanese. 
1) Regardless of the Kan-on or the Go-on as a eee we should trace 
the pronunciation of each character individually. 
2) As for Sino-Japanese words, 
(I) we must examine the pattern of compounds; 
(II) we should not neglect irregular cases; 
(III) the value of every-day pronunciations should be taken into conside- 
ration. 
3) Special oral traditions of chanting and reciting some old Buddhist texts 
have been handed down to the present day; besides, valuable commentaries 
on these traditions have -been published since the 17th century. 


ay 5 es . Lien C ; : peel aes Ai Mi Ls ; ee Sane vr ne 
ei 1 i Pan 


Wii ; Ps, 
iW 7 = 
PP ef ie | 


e a , é a," } HST ASL) eas ‘| 
an 


Mates \ esa yg bee ate 


filet \WGhe gavti’ oo Tua ea fat 
“tial bent velo aaa 
bys! bite 2 Yatost fae fj Hast) 3a: See s 


¥ 

eyes Nhe OM tu Sy orl) og -n ee 

TALS 2 Pee | j M4 as fie lwo ay i € 
79 

‘a 

ae 


Tailand 

Current Statistics, Oct.-Dec. 1953. Jan.-Feb. 
1954. Bankok: Bank of Tailand. 

Australia 

The Economic Record, Vol. XXIX, No. 57. 

. Melbourne: Melbourne Univ. 

Ceylon 

Central Bank of Ceylon Bulletin, 
1953, Jan.-Apr. 
Bank of Ceylon. 

India 

‘The Eastern Economist, Vol. XXI, Nos. 23, 
24, Vol. XXII Nos. 1-19. The Eastern 
Economist, Special Budget Number 1954-55. 
New Delhi: The Eastern Economist Ltd. 

Monthly Abstract of Statistics, Vol. VI, Nos. 
9-12. New Delhi: Central Statistical Organi- 
zation. 

India Quarterly (a Journal of International 
Affairs), Vol. IX, No. 4, Vol. X, No. 1. 
New Delhi: India Council of world Affairs. 

_ Indiana University Bulletin, Vol. LII, No. 2. 

. Blomington: Indian Univ. 

Statistical Newsletter, Vol. 3, Nos. 4, 5. New 
Delhi: Indian Council of Agricultural Re- 
search. 

| Statistical Abstract, 1951-1952, New Series. No. 

3, New Delhi: Central Statistical Organi- 
zation. Cabinet Secretariat, Government of 
India. 

} Israel 

Statistical Bulletin of Israel, Vol. IV, Nos. 4-7, 
Vol. V, Nos. 1, 2. Tel-Aviv: Central Bureau 
of Statistics and Economic Research. 


Egypt 
Economic Bulletin, Vol. VI, Nos. 3, 4. Cairo: 
National Bank of Egypt. 
Pakistan 


State Bank of Pakistan Bulletin, Oct.-Dec. 1953, 

Jan. 1954. Karachi: State Bank of Pakistan. 
RO JA 

The Accounting Digest, Vol. XIX, Nos. 2, 3. 
Vermont: The Accounting Digest. 

The Accounting Review, Vol. XXIX, Nos. 1, 
2. N. Y.: American Institute of Accountants. 

The American Economic Review, Vol. XLII, 
No: 5, Vol. XLIV, No. 1. Los Angeles: 
The American Economic Association. 

The American Federationist, Vol. 60, No. 11, 
Vol. 61, No. 5. Washington: The American 
Federationist. 

Journal of the American Institute of* Planners. 
Vol. XIX, Nos. 3, 4, Vol. XX. Winter 
1954. 

Bulletin, Vol. 6, Nos. 4-10. Washington: Dpt. 
of Higher Education, National Education 


Novy.-Dec. 
1954. Colombo: Central 


PUBLICATION RECEIVED 


Periodicals 


Association of the United States. 

Bulletin of Business Research, Vol. XXVIII, 
Nos. 10-12, Vol. XXIX, Nos. 1-3. Ohio: 
The Ohio State Univ. 

Business in Brief, 1954, Nos. 2, 3. N. Y.: The 
Chase National Bank of the City. 

Civil Liberties, Vols. 115-122. N. Y.: American 
Civil Library Union. 

College and University Bulletin, Vol. V1, Nos. 
7-13. Washington: National Education As- 
sociation. 

Collegiate News and Views, Vol: VII, Nos. 3, 4. 
Calif.: South-Western Publishing Co. 

Cornell Extension Bulletin, 892-902. N. Y.: 
Aquisition Division, Albert R. Mann Ljibra- 
ry. 

The CPA, Dec. 1953, Jan.-June 1954. N. Y.: 
The American Institute of Accountants. 
Current Economic Comment, Vol. XV, No. 4, 
Vol. XVI, No. 1. Illinois: Univ. of Illinois, 
College of Commerce and Business Adminis- 

tration. 

Cornell Univ. Agricultural Experiment Station 
Memoir, 321. N. Y.: Acquisition Division, 
Albert R. Mann Library. 

Direction of International Trade, Vol. IV, Nos. 
8, 9. N. Y.: Statistical office of United 
Nations. 

Farm Science, Vol. VII, No. 11, Vol. VIII, 
Nos. 1, 2. Ames: Iowa State College. 

Federal Reserve Bulletin, Nos. 11, 12, 1953, 
Jan.-May 1954. Washington: Board of Goy- 
ernors of the Federal Reserve System. 

Illinois Business Review, Vol. X, Nos. 11, 12. 
Vol. XI, Nos. 1-5. Illinois : Univ. of Illinois, 
College of Commerce, Bureau of Economic 
and Business Research. 

International Conciliation, Nos. 494-497. N. 
Y.: Carnegie Endowment for International 
Peace. 

International Financial News Survey, Vol. VI, 
Nos. 21-46. Washington: International Mon- 
etary Fund. 

International Financial Statistics, Vol. VI, No. 
12, Vol. VII, Nos. 1-6. Washington : Inter- 
national Monetary Fund. 

The Journal of Accountancy, Vol. XCVI, No. 
6, Vol. XCVII. Nos. 1-5. N. Y.: American 
Institute of Accountants. 

The Journal of Air Law and Commerce, Vol. 
XX, Nos. 3, 4. Illinois: Northwestern Univ. 

The Journal of Political Economy, Vol. LXI. 
No. 6, Vol. LXII, Nos. 1, 2. Chicago: The 
Univ. of Chicago Press. 

Land Economics, Vol. XXX, No. 1. Madison: 
Univ. of Wisconsin. 

Looking Ahead, Vol. 1. Nos. 9, 10, Vol. 2, 
Nos. 1-4. Washington: National Planning 
Association. 


Monthly Review, Oct-Dec. 1953, Jan.-Apr. 
1954. San Francisco: Federal Reserve Bank 
of San Francisco. 

Monthly Review of Credit and Business Con- 
ditions, Vol. XXXV, No. 12, Vol. XXXVI, 
Nos. 1-6. N. Y.: Federal Reserve Bank of 
New York. 

Oregon Business Review, Vol. XII, Nos. 11, 
12, Vol. XIII, Nos. 1-5. Oregon: Univ. of 
Oregon, School of Business Administration. 


Pacific Affairs, Vol. XXVI, No. 4, Vol. 
XXVII, No. 1. N. Y.: Institute of Pacific 
Relations. 

Pacific Northwest Industry, Aug.-Dec. 1953, 
Jan.-Apr. 1954. Washington: Univ. of 
‘Washington. 


Pittsburgh Business Review, Vol. XXIII, Nos. 
11, 12, Vol. XXIV, Nos. 1-4. Pittsburgh: 
Univ. of Pittsburgh, Bureau of Business 
Research. 

Population Bulletin, Vol. IX, No. 8, Vol. X, 
Nos. 1-3. Washington: Population Reference 
Bureau. 

Quarterly Journal of Economics, Vol. L.XVIII, 
No. 2. Mass.: Harvard College Library. 

The Southern Economic Journal, Vol. XX, 


Nos. 3, 4. N. C.: The Southern Economic 
Journal. < 
Treasury Bulletin, Aug.-1953. Washington: 


United States Treasury Dpt. 

The Trust Bulletin, Vol. XXXIII, Nos. 4-9 
N. Y.: The American Bankers Association. 

Univ. of California Publications in Statistics. 
Vol. 1, Nos. 11, 12. Calif.: Univ. of Cali- 
fornia. 

Univ. of California Pubulications in History, 
Vol. XLII, XLIV. Calif.: Univ. of Cali- 
fornia. ' 

Univ. of Cincinnati Law Review, Vol. XXII. 
No. 4, Vol. XXIII, Nos. 1, 2. Ohio: Univ. 
of Cincinnati. 

Univ. of Kansas City Review, Vol. XX, Nos. 
2, 3. Kansas City: Univ. of Kansas City. 
Utah Economic and Business Review, Vol. 13, 
No. 11, Vol. 14, Nos. 3-5. Salt Lake City, 

Utah; Univ. of Utah. 

Vanderbilt Law Review, Vol. VI. No. 7, Vol. 
VII, Nos. 2, 3. Tenessee: Vanderbilt School 
of Law. 

Washington Univ. Law Quarterly, Vol. 1953, 
No. 4, Vol. 1954, Nos. 1, 2. Missouri: 
Washington Univ. School of Law. 

Canada 


Canadian Statistical Review, Vol. XXVIII, 
Nos, 11, 12, Vol. XXIX, Nos. 1-4. Ottawa: 
Dominion Bureau of Statistics. 


The Business Quarterly, Vol. XVIII, Nos. 
3,4, Vol. XLX,. No. 1. Ontario; air, 
of Western Ontario. 

International Labour Review. Vol. LXVIII, 


Nos. 4-6, Vol. LXIX, Nos. 1-4. Montreal: 
International Labour Office. 


- National Provincial Bank Review, Nos. 24, 25. 


Mexico 


El Trimestre Economic, Vol. XX, No. 4 
Mexico: Fondo de Cultura Economica. — | 
Revista de~Economia. Vol. XVI, Nos. 11, 128 
~~ Vol. XVII, Nos. 1-4. Mexico: Revista a) 
Economia. 


i } 


South America 

Annales de Economia y Estadistica, Ano. vIn, 
Nos. 77, 78. Bogota, Colombia: Revista de 
La Direction National de Estadistica. | 

Boletin Mensual, Nos. 305-310. Santiago: Baneae 
Central de Chile. 

Boletin Mensual de Estadistica, Vols. 32-37. | i 
Bogota-Colombia: Direccion National de Es- | 
tadistica. it 

Rivista de la Facultad de Ciencias Economicas 

y de Administracion de Montevides, Nov. ° 
1953. Montervides, Urguay: Universidad de 
la Republica. 

England i 

Economic Digest, Vol. VI. No. 12, Vol. Vil,” 
Nos. 1-5. London: Economic Research Coun- i 


cil. | 

Economica, Vol. XIX, Nos. 80, 81. London: :: 
The London School of Economics and Po- 
litical Science. 


EE 


London: National Provincial Bank. 
Reprint Series, Nos. 73-78. Cambridge: Univ. © 
of Cambridge, Dpt. of Applied Economics. 
The Sociological Review, Vol. XIV, Sec. 4-6. \ 
Ledbury: Le Pray House. 
Westminster Bank Review. Nov. 1953, Feb. i 
1954. London: Westminster Bank Ltd. : 


France i 


Bulletin Analytique de Documentation politique, — 
Economique et Sociale Contemporaine, 8¢ An- 
née, Nos 5, 6. Paris: Fondation Nationale - 
des Sciences Politiques. 

Bulletin d’Information Economique, No. 70. 
Paris: Banque Nationale pour le Commerce 
et 1’Industrie. 

Bulletin Economique et Sociale du Maroc, Vol. 
Xl, No. 58, Vol. XVII, No. 59. Rabat: 
Société d’Etudes Economiques Sociales et 
Statistiques. 

Economic Appliquée, Tome VI, Nos 2, 3. Paris: 
Institut de Science Economique Appliquée. 
Etudes et Conjoncture, Economie Francaise, 
8e Année No 12, 9e Année Nos 1-5. Paris: 
Institut National de la Statistique et des 

Etudes Economiques. 

Problémes Economiques, Nos 301-333. Paris: 
Secrétariat du Gouvernment, Direction de la 
Documentation. 

Revue Internationale de Droit Comparé, 5¢ An- 
née, Nos 3, 4. Paris: Société de Legislation 
Compareé. 

Sciences Economiques, Année 1952, Fascicule 
Nos 1-4. Nancy: Centre Européen Univer- 
sitaire. 


ea mesue mma a nee 


ee 


“a —— 


| Statistiques & Etudes Financiéres, Nos 59-64. 


Paris: Ministére des Finances. 


Table Mensuelles, Oct.-Dec., 1953, Jan.-Feb., 


1954. Paris: Secrétariat Général du Gou- 
_ bernement, Direction de La Documentation. 
Germany 
Mitteilungen aus dem Institut fiir Rawmfor- 
schung Bonn. Heft. 16-22. Bad Godesberg : 
Institut fiir Raumforschung Bonn. 


) Universitas, 8 Jahrgang, Heft. 12, 9 Jahrgang, 


Heft. 3-5. Tubingen: Wissenschaftliche Ver- 
lagsgesellschaft. 


| Weltwirtschaftliches Archiv, Bd. 71, Heft. 2, 


Bd. 72. Heft. 1. Hamburg: Instituts fiir 
Weltwirtschaft an der Univ. Kiel. 


Italy 

Critica Economica. Nos 5, 6. 
Critica Economica. 

Econonna Internationale, Vol. VI, Nos 1-4. 
CaN Istituto Di Economia Internatio- 
nale. 

Bollettino, Anno VIII, Nos 4-6. Roma: Banca 
d'Italia. 

Giornale Degli Economisti e Annali di Eco- 
nonua, Anno XI. Nos 9-10, 11-12. Milano: 
Univ. Commerciale Luigi Bocconi. 

Italian Economic Survey, Sept.-Dec. 1953, Jan.- 
Feb. 1954. Roma: the Association of Italian 
Joint Stock Companies. 

Rassegna Economica, Anno VIII, Nos 5, 6, 
Anno IX, No 1-2. Roma: Associazione fra 
le Societa Italiane per Azioni. 

Rivista di Economia Agraria, Vol. VIII, Nos 

3, 4. Roma; Istituto Nazionale di Economia 
Agraria. 

Statistica, Anno XIII, Nos 3, 4. Bologna: Isti- 
tuto di Statistica della Univ. di Bologna. 
Studi Economici, Anno VIII, Nos 3-6. Napoli: 

Univ. di Napoli. 
Norway 

Norges Bank Bulletin, Vol. XXIV, Nos 4, 5. 

Vol. XXV, Nol. Oslo: Bank of Norway. 


Switzerland 
Monatsbericht, 28 Jahrg., Nos. 11, 12. 29 Jagrg. 


1953. Roma: 


Nos. 1-5. Zurich: Schweizerische National- 
Bank. 
Belgique 

Annales de Sciences Economiques Appliquées, 
Ile Année, Nos 5, 6. 12e Année Nos 1, 2 
Louvain : Institute des Sciences Economiques 
Appliquées. 

Bulletin d’Information et Documentation, 
XXVIlIme année, Vol. II, Nos 5-6, XXIXme 
année, Vol. 1, Nos 1-3. Bruxelles: Banque 
National de Belgique. 

Bulletin de l’Institut de Recherches Economi- 
ques et Sociale, XLXe année, Nos 7, 8. XXe 
année, Nos 1, 2. Louvain: Institut de Re- 
cherches Economiques et Sociales de 1’Uni- 
versité Catholique de Loubain. 

Spain 

Boletin de Estudios Economicos, Vol. IX, Num 
31. Bilbao: Associacion de Licenciados en 
Ciencias Economicas, Universidad Comercial 
de Deusto. 

Memoria leida en la Junta general de Accocia- 
tion del Banco de Espaiia, 1954. Abril. 
Madrid: Banco de Espafia. 


Sweden 
Ekonomisk Documentation, 1953-9, 10, 11. 
1954-1. Stockholm: Handelshogskolans 
Bibliotek. 
Portugal 


Cento de Estudos Economicos Revista, No 13. 
Lisbon: Instituto Nacional de Estatistica. 
Rivista de Economia, Vol. XL, Fasciculo 4. 

Lisboa: Eurico Colares Vieira. 
Denmark 
Nationalokonomisk Tidsskrift, Bd. 91. Heft 5- 
6. Bd. 92, Heft 1-2. K¢benhavn: Gylden- 
dalske Boghandel. 
Finland 4 
Economiska SamfundetsTidskrift, Argang 6, 
No. 4. Argang 7, No. 1. Helsingfors: 
Economiska Samfundet. 


Books and Pamphlets 


American Institute of Accountants. Accounting 
Auditing Taxes 1953. N. Y.: 1954. Pp.232. 

The Same. Long-Form Report Practice. N. Y.: 
1953. Pp. 162. 

The Same. Ethics, ‘‘ Unauthorized Practice,’ 
and Federal Income Taxation—An Accou- 
ntant's Viewpoint. N. Y.: 1953. Pp. 19. 

Central Bank of Ceylon. Annual Report of the 
Monetary Board to the Minister of Finance 
(for the year 7953). Colombo: 1953. Pp. 99. 

Central Statistical Organisation. The National 
Sample Survey. New Delhi: 1953. Pp. 55. 

The Same. Final Report of the National Income 
re iaeciince Feb. 1954. New Delhi: 1954. Pp. 
173. 


Committee for Economic Development. Defense 
Against Recession. N. Y.: 1954. Pp. 31. 
The Same. Taxes, National Security and Eco- 

nomic Growth. N. Y.: 1954. Pp. 41. 

The Same. Commission on Foreign Economic 
Policy Statement by Meyer Kestnbaum. N. 
Y.: 1954. Pp. 13. 

The Same. Annual Report 7953. N. Y.: 1954. 

The Same. Defense Against Recession. N. Y.: 
1954. Pp. 53. 

Departmento Administrativo National de Es- 
tadistica. Directorio Industrial National 
1952-1953. Bogota: 1953. Pp. 248. 

The Same. Anuario de Comercio Exterior de 
1951. Bogota: 1953. Pp. 779. 


The Same. Censo de Edificios y viviendas de 
L951, Departmento del Huila. Bogota: 1953. 
Pp. 63. 

The Same. Censo de Edificios y viviendas de 
sg ae del Choco. Bogota : 1953. 
Pp. 2 

Domblion “Bureau of Statistics. National Ac- 
counts Income and Expenditure 1947-1952. 


Ottawa: 1953. Pp. 69. 
The Same. First and Second Quarters 1953. 
Ottawa: 1953. Pp. 8. 


The Same. National Accounts Income and Ex- 
penditure Preliminary. Ottawa: 1954. Pp. 
ile 

The Same. National Accounts Income and Ex- 
penditure Fourth Quarter 7953. Ottawa: 
1954. Pp. 8. 

The Same. Canadian Statistical Review 1953. 
Suppl. Ottawa: 1954. Pp. 151. 

The Same. Statistical Review 953. Suppl. 
Ottawa: 1954. 

The Eastern Economist Ltd. The Eastern E- 
conomist, Special Budget Number 1954-55. 
New Delhi: 1954. Pp. 72. 

The Same. The Eastern Economist—India in 
Asia and India in 1953-. New Delhi: 1953. 
Pp. 1147. 

Federal Reserve Bank of New York. Annual 
Report for 1953. N. Y.: 1953. Pp. 64+ 
Federal Reserve Bank of San Francisco. The 

Petroleum Industry on the Pacific Coast and 
Recent Oil Development. Suppl. to Monthly 
Review Jan., 195%. San Francisco: 1954. 

12, 

Handelshogskolans Bibliotek. De fria avskriv- 
ningarna 1938-1951. Stockholm: 1953. Pp. 
205. 

Instituto de Economia e Financas da Bahia 
Caixa Postal. O Instituto de Econonuia e 
Financas da Bahia. Bahia: 1951. Pp. 41. 

The Same. Tracos da Historia Economica da 
Balua no Ultimo Seculo e Meio. Bahia: 1951. 
Pp 20) 

Institut Fiir Raumforschung Bonn Federal 
Board of Spatial Research and Planning. Ist 
Annual Report 1949/57. Bad Godesberg: 
1951. Pp. 16. 

The Same. Second Annual Report 1957/52. Bad 
Godesberg: 1952. Pp. 11. 

The Same. Third Annual Report 1952/53. Bad 
Godesberg: 1953. Pp. 13. 

International Exchange Bureau of the Nether- 
lands Koninklljke Bibliotheek. Het Vrijwil- 
lig Filiaalbedrijf. the Hague: 1953. Pp. 157. 

Iowa State Gollege of Agriculture and Me- 
chanic Arts. Interdependence Between the 
Farm Business and the Farm Household 
With Implications on Economic Efficiency. 
Ames: 1953. 

The Same. Transferring Farm Property Within 
Families in Iowa. Ames: 1953. Pp. 220. 
The Same. The Structure of the Iowa Retail 
Lumber Industry. Ames: 1953. Pp. 292. 
The Same. Estimations of Optimum Plot Size 


Trials. Ames: 1953. Pp. 
The Same. An Analysis of. Tomato Yield Com~ \ 
ponents_in Terms of Genotypic and Environ- 
mental Effects. Ames: 1953. Pp. 55. 
Irving Trust Company. Annual Report for the 
year 19a8. N. Yo: 1953) 2peeeee 
Istituto de Statistica della Univ. Quattro milioni | 
di disoccupati impongono una nuova politica | 
economica. Bologna: 1953. Pp. 36. I 

The Johns Hopkins Press. The Threat of Soviet 
Imperialism (ed. By C. Grove Haines). Balti- 
more: 1954. Pp. 402. : 

League for Industrial Democracy. Taft-Hartley } 
Act in Action. N. Y.: 1954. Pp. 47. 

Louisiana State Univ., Division of Research, 
College of Commerce. Lowisiana’s Industri- 
al Tax Exemption Program. Baton Rouge: 
1953. Pp. 87 

The Same. Proceedings of the Conference on 
Municipal Financing. Baton Rouge: 1953. 
Pepe Cie q 

The Same. Proference on Statistical Quality 
Control. Baton Rouge: 1954. Pp. 63., 

Ministére des Finances. Statistiques & Etudes 
Financiéres. Supplément Finances Comparées. 
Nos 17-18, 19, 19-20. Paris: 1954. Pp. 488. 

Princeton Univ. Dpt. of Economics and Social 
Institution, International Finance Section. | 
Speculative and Flight Movement of Capital 
in Postwar International Finance. Princeton: 
1954. Pp. 88. 

The Same. A Critique of the Randall Com- 
mission Report. Princeton: 1954. Pp. 65. |— 

Rivista de la Direccion National de Estadistica. — 
Anuario Municipal de Estadistica. Bogota: 
1952. Pp. 294. 

R. A. Burgers. 100 Jaar G. En H. Salmonson. 
Bureau of the Netherlands, Koninklijke Bib- — 
liotheek, The Hague: 1954. Pp. 355. 

Textile Research Institute. Experimental Study 
of Stiffress and Nonuniformity im the Vi- 
broscopic Determination of Fiber Cross-Sec- 
tional Area. Princeton: 1954. Pp. 10. 

The Same. Force-Temperature Behavior of Ny- 
lon Filaments at Fixed Extensions. Prince- 
ton: 1954. Pp. 6. 

The Same. Properties of Apparel wools. Prin- 
ceton: 1954. Pp. 14. 

The Same. The Effect Draw Ratio and Tenvper-— 
ature on Electrical Conduction im Nylon 
Filaments. Princeton: 1954. Pp. 6. 

The Same. Degradation of Cellulose During 
Mechanical Processing. Princeton: 1954. Pp. 
10. 

The Same. Starch Studies. 1954, 
Pp. 26. 

The Same. Studies on the Soluble Proteins of 
the Silk Gland of the Sildwoem. Princeton: 
1954. Pp. 10. 

Union Bank of Switzerland. Switzerland Eco- 
nomic Survey 1953. Zurich: 1953. Pp. 40. 

The Same. L’Annee 1953. Zurich: 1953. Pp. 
92. 


EA PRAT CL NO 


Princeton : 


Univ. of Cambridge, Dpt. of Applied Eco- twral Statistics 7952. Washington: 1952. Pp. 


nomics. Reprint Series. No. 73. Cambridge: 876. 
1953. Pp. 41. U. S. Treasury Dpt. Bureau of Internal Reve- 
The Same. Reprint Series. No. 74. Cambridge: nue. Statistics of Income For 1949. (Part I). 
1953. Pp. 185. Washington: 1954. Pp. 506. 
The Same. Reprint Series No. 75. Cambridge: The Same. Statistics of Income For 1949. 
1953. Pp. 139. (Part 2). Washington: 1954. Pp. 470. 


U. S. Dpt. of Agriculture, Library. Agricul- 


% 


97 a 

ry ’ [we 
adie at . 

4 Li i 


